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SUMMARY OF RECOMMENDATIONS. 
Reference. 

“ To examine ^vitll Tcfcrcnce to oU the interests coneerned tlic 
Tariff policy of the Government of Imlia, iiichuling the question of 
the desirahilitj* of adopting the principle of Imperial Preference, 
and to make recommendations,” 

Preliminary Conclusions. 

That the industrial de\‘lopineiif of India has not been com- 
mensurate svith the sire of the country, iu population, and its natural 
resources, and that a considerable dcvelopnv'nt of Indian industries 
t\*onld bo very much to the ad\antagc of the conntrj’ os a whole. 
(Chapter IV). 

Principal Recommendations. 

i. (a) That the Government of India adopt a policy of 
Protectfon to ho applied with discrimination along Iho 
lines indicated in tbh Pcporl. (Cbnplor V). 

(fi) That discrimination 1)c exercised in the selection of 
industries for piotection, and in the degree of prot<>ction 
afforded, so as to make the inevitable burden on the com- 
munity as light as is consistent with the due development 
of industries. (Chapter VI). 

(c) That the Tariff Hoard j[scc below) in dealing with claims 
for protection satisfy itself : — 

(i) That the industry possesses natural advantages ; 

(ft) That without the help of protection it is not likely 
to develop at all, or not so rapidly as is desirable ; 

and 

(fu) That it will eventually be able to face world com- 
petition without pjotcction. (Chapter VII). 

(d) That raw matcri.ols .and machincty he ordinarily admitted 

free of duty, and that scmi-TOamifactnred goods used in 
Indian industries be taxed as lightly ns possible. (Chap- 
ter VIT). _ 
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(c) That indastrie« essential for purposes of National Defence, 
and for the development of Tchich conditions in India are 
not nnfavourahle, be ade<inately protected if necessary. 
(Chapter TII)’. 

(/) That no export duties be ordinarily imposed except for 
purely revenue purposes, and then only at very low rates 
(Chapter XT) ; bnt that when it is con'sidered necessary 
to restrict the export of food {n^ins, the restriction he 
effected by temporary export duties and not by prohil’i- 
tion. (Cliapter XII). 

2. That a permanent Tariff Board he created who«e duties will 
be, infer alia, to investigate the claims of particnlar indnstrles to 
protection, to watch the operation of the Tariff, and generally to 
advise Government and the Legislature in carrying ont the policy 
indicated above. (Cliapter XVIT). 

3. (o) That no ceneral system of Imperial Preference be intro- 

ducod j but 

(6) That the question of adopting a policy of preferential 
duties on a limited number of commo^ties be referred 
to the Indian Legislature after preliminary examination 
of the several cases by the Tariff Board. 

(r) That, if the above policy be adopted, its application be 
governed by the following principles : — 

($) That no preference be granted on any article withont 
the approval of the Legislature. 

(ii) That no preference given in any way dimiTiTgh •{he 
protection required by Indian industries. 

(ii’O That preference do not involve on balance any 
appreciable economic loss to India. 

(d) That any preferences which it may be found posable to 
give to the United Kingdom be granted as a free gift. 

(e) That in the case of other parts of the Empire preference 
be grante d only by ocreoments mutually advantageous. 
(Chapter XTTT). 

4. That the exiting Cotton Excise Duty in view of its past 
history and n^ciations be unreservedly condemned, and that 
Government ard the L<^islature start again with a “ clean slate ” 
regulating their exci-^e policy solely in the interests of" India 
(Chapter X). 
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Subsidiaiy Recommendations. 

6. That the proviso to Section 20 of the Sea Customs Act be 
repealed, and that Customs Duly be ordinarily levied on goods 
belonging to Government (paragraphs 285-288). 

6. That difficulties in the shapo of shipping rebates (paragraph 
132), or unfair advantages like dumping (paragraphs 133-139), 
depreciated exchanges (paragraph 1-10), bonnty-fod imports from 
abroad (paragraph 141), be investigated and, 'where possible, 
removed. 

7. That industrial development he promoted by giving a more - 
indn«trinl bias to primary ednention (paragraph 122), and providing 
opportunities for training apprentices (paragiaplis 123-124), and 
organisations for increasing the mobility of labour (paragraph 125). 

8. That no obstacles be raised to the free inflow of foreign 
capital, but that Government monopolies or concessions be granted 
only to companies incorporated and registered in India with rupee 
capital, such companies to have n reasonable proportion of Indian 
Directors, and to afford facilities for training Indian apprentices. 
(■Chapter XV). 

9. That the Tariff be not ordinarily employed for retaliation, or 
as a means of aggression (paragraphs 280-284). 

10. That the Tariff be clabo'ratcd with a view to remove ainbigub 
ties, and that the system of specific duties and tariff valuations be 
cautiously extended (paragraphs 266-278). 




CHAPTER 1. 


• Introductory. 

- The appointment o£ the Indian Fiscal Commission may be 
■•ogM'lta the outcome of o bngstanding 
* meat of th« CoBimifiion, ^nd insistent demand of the puolic in India 
for a revision of the tariff policy. That deniiind fomul prominent 
expression hi the debate on a resolution moved on the 21st Marcli 
1916 in the Imperinl Legislative Council by the llon’blc Sir Ibrahim 
, .. .. Itnhimtoola, m icnly to which the Govem- 

•ppointmaftt oftb«lndo«tn*i lucnt of India aiiuounccd the constitution, 
ComwiMion. terms of reference of the Indian 

Industrial Commission. The non-official members of tbo Council 
urged the importance of referring to the proposed Commission the 
- question of protection of industries by means of the tariff, and the 
necessity of securing fiscal autonomy for India, so that the country 
might adopt the policy which appeared to be most in accordance with 
its interests. The Government of India, however, were unable to 
meet the request put forward. Sir William Clark explained that 
the constitutional issue was “ a topic outside of our purview, and 
one on which we are not entitled to express an opinion,” while the 
question of protection in India was not one that could be considered 
during the war and apart from the determination of the fiscal rela- 
tions of the Empire withia itself and with the outer world, which 
at that time it was intended to deal with as a whole after the war. 
Consequently the constitutional issue and the fiscal policy of the 
Government of India were excluded from the terms of reference to 
the Indian Industrial Commission. 

2. The importance of the issue of fiscal policy received fresh 
The MonUgn-Chelmsford emphasis from the authors of the Report on 

Keport Indian Constitutional Reforms* They 

remarked — 

Connected intimately with the matter of industries is the 
' • question of the Indian tariff. This subject was excluded 

from the deliberations of the Industrial Commission now 
bitting because it was not desirable at that juncture to 
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raise any question of the modification o£ India’s fiscal 
policy ; but its exclusion was none tlic less the object of 
some legitimate criticism in India. The changes Avhich 
^vc propose in the Government of India ^vill still leave 
the settlement of India’s tariff in the hands of a Govern- 
ment amenable to Parliament and thb Secretary of State ; 
but inasmuch ns the tariff reacts on many matters Tvhich 
■will henceforth come more and more under Indian con- 
trol, ■\vc think it well that we should put forward for the 
information of His Majesty’s Government the views of 
educated Indians npon this subject. We have no imme- 
diate proposals to make ; we arc anxious merely that any 
decisions which may liero.sficr be taken should be taken 
with full appiccintion of educated Indian opinion. 

“ The thcorcticnl free trader, we believe, linrdly exists in India 
at present. As was shown by the debates in the Indian 
Legislative Council in March 1913, educated Indian 
opinion ardently desires a tariff. It rightly wishes to 
find another substantial base than that of the land for 
Indian revenues, and it turns to n tariff to provide one. 
Desiring industries which will give him Indian-made 
clothes to wear and Ind^n-mnde articles to use, the edu- 
cated Indian looks to the example of other countries which 
have relied on tariffs, and seizes on the admission of even 
free traders that for the noxirisbmcnt of nascent industries 
a tariff is pci-missiblc. We do not know whether he 
pauses to reflect that these industries will bo largely 
fmanced by foreign capital attracted by tlie tariff, 
although we liavc evidence that he has not learned to 
appreciate the advantages of foreign capital. But •what- 
ever economic fallacy underlies Jus reasoning, these are 
his firm beliefs ; and though he may be willing to concede 
the possibility that he is wrong, he will not readily con- 
cede that it is our bnsingss to decide the matter for lum. 
lie believes that as long ns we continue to decide for him 
we shnir decide in the interests of England and not 
according to his wishes ; and he points to the debate in 
the House of Commons on the diffoieutiation^of the cotton 
excise in support of his contention. So long as the nconle 
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bring itscU to believe tlint tlie refusal is disinterested or 
dictated by care for Ibc best interests of India.” 

3. An important stage in the development of the policy of fiscal 
_ , . . autonomy was marked by tbo deliberations 

EmM tntonoD^by ttio Jomt o£ tlic .Toint Seicct Committee on tbo 
Pslect Committee. Government of India Bill, which presented 

its report on the 17th No\ ember 1919. The Indian witnesses who 
appeared before the Committee urged witlr great emplmsls the 
necessity of a declaration on this subject, and dealing with clause 
33 of the Bill the Committee made the following important recom* 
mendation : — 

” This examination of the general proposition leads inevit- 
ably to the consideration of one special case of non-inter- 
vention. Nothing h more likely to endanger the good 
^ relations between India and Great Britain than a belief 

f that India’s fiscal policy is dictated from 'NMiitehaU in 

' the interests of the trade of Great Britain. That such ft 
belief exists at the moment there can be no doubt. That 
there ought to be no room for it in the future is equally 
clear. India’s position in the Imperial Conference opened 
the door to negotiation between India and the rest of 
the Empire, but negotiation without poner to legislate is 
likely to remain ineffective. A satisfactory solution of 
the question can only be guaranteed by the grant of 
liberty to the Government of India to devise those tariff 
arrangements which seem best fitted to India’s needs as 
an integral portion of the Britisli Empire. It cannot be 
guaranteed by statute without limiting the ultimate power 
of Parliament to control the administration of India, and 
without limiting the power of veto which rests in the 
Crown ; and neither of these limitations finds a place in 
any of the statutes in the British Empire. It can only 
therefore be assured by an acknowledgment of a conven- 
tion. "Whatever be the right fiscal policy for India, for 
the needs of her consumers as well as for her manufac- 
turers, it is quite clear that she should have the same 
liberty to consider her interests as Great Britain. 
Australia, New Zealand, Canada and South Mriea. In the 
opinion of the Committee, therefore, the Secretary of 
State should as far as possible avoid interference on this 
subject when the Government of India and its Legislature 
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are in agreement, ami they think that Iiis intervention, 
ivlioi it doca take place, should be limited to safeguarding 
the international obligations of the Empire or any fiscal 
arrangements Tnthin the Empire to nvhleh His Majesty’s 
Government is a party.” 


4. On the 23rd February 1921 a resolution ^va8 moved by the 
Th. pri^ipl. of B.C .1 Hon’ble Mr. Lalabjiai Samaldas in 'the 
autonomy for India accepted Council of State, and after amendment vras 
brt].eBril,.tOc«.nmool. following form 

” This Council recommends to the Governor General in 
Council that His Majesty's Government be addressed 
through the Secretary of State with a prayer that the 
Government of India be granted full fiscal autonomy 
subject to the provisions of the Government of India 
Act.” 


This resolution was forwarded by, the Government of India to 
the Secretary of State with the request that it should be laid before 
His Majesty’s Government. Meanwhile the Secretary of State 
in reply to a deputation from L.'incashire on the Indian import 
duties on cotton goods on the 23rd March 1921 endorsed the 
principle laid down by the Joint Committee. He said : •” After that 
Keport by an authoritative Committee of both Houses and Lord 
Cutzoii’h promise in the House of Lords, it was absolutely impossible 
for me to interfere with the right which I believe was wisely given 
and which 1 am determined to maintain — to give to the Government 
of India tlip right to consider the interests of India first, just as we. 
without any complaint from any other parts of the Empire, and 
the other parts of the Empire without any complaint from us, have 
always chosen the tariff arrangements which they think best fitted 
for their needs, thinking of their own. citizens first.” This speech 
was followed up by a despatch dated 'the 30th June 1921, written 
with reference to the resolution passed by the Council of State on 
Ihc 23rd February 1921, in which the Secretary of State said that 
he had, on behalf of His Majesty’s Government, accepted the 
principle recommended by the Joint Committee in their report ou 
clause 33 of the Govgmment of India Bill. 


5. In the meantime the discussions in regard to trade relations 
Necessity of examining withm the Empire which the war brought 
the ihw, pel..,. into prominetKe threw into peUet oLe 
more the qn^Uon pi ndopting a poUoy ol protection for Tnd.-., 
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In Fetniary 1920 a rcsolntion was moved in the Imperial Legislative 
Council by Sir George Barnes on behalf of the Government of India 
that a Committee of the Council should be appointed “ to examine 
the trade statistics and to consider and report ^s’llcthcr or not it is 
advisable to apply to the Indian Customs Tariff a system of 
preference in favour of goods of Empire origin.” In the course 
of the debate a feeling was expressed that the question of Imperial 
Preference could not be considered apart from the general question 
of the fiscal policy to be adopted by India. An amendment to the 
resolution was accepted adding to the terms of reference to the 
Committee ** the best method of considering the future fiscal 
policy of India.” In accordnneo with the resolution a Committee 
was constituted whicU e\.imme»l the figures laid before it by the 
Government. In March 1920 the Commillec reported its provisional 
conclusions on the subject of Imperial Preference ; and with 
regard to the best method of considering the future fiscal policy 
of India it wrote : ” "We think that this can only be effectively 
enquired into by moans of a Commission with power to take 
evidence in various parts of the country from all the interests 
concerned, from importers and exporters, producers and manufac- 
turers, and from persons entitled to speak on behalf of the 
consumers.” 

G. On the 1st March 1921 tne question was once more raised 
Appotan,.„t, coo.p..,l,p. P'-Mwly hy Mr. Jamnadas Dwarkach., who 
and tema of reference of tho enquired m the Legislative Assembly 
CorBTnUaion whether in accordance with the recommenda- 

tions of the Committee of the Imperial Legislative Council the 
Government of India proposed to appoint a Fiscal Commission, 
and what were its terms of reference. In reply to this question the 
Government, of India announced that a Fiscal Commission, which it 
was hoped would start work m the following cold weather, would be 
appointed, and stated the terms of reference. On the 7th October 
1921 a Resolution was issued stating that the Government of India 
with the approval of His Majesty’s Secretary of State had decided 
to appoint a Fiscal Commission composed as follows : — 


President. 

The IIonTile Sm IpR^nm RAtnMTOOLA, Kt., C.T.E. 

Member of tlie Executive Council, Bombay. 
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Vier^PrfShtnii . 

Mr. ,T. Jl. Ki'.VNr.^. M.A„ C.B.» 

I'l'llnw f»r Kin"**? C.TinlirMfro. 

-Mr. T. V. Pr^n\(jtRi Avvar. MJ/.A., 

(n'tlrod .Tu«V'', Court), Miwlr.*!*;, 

Mr. niiANsnvAMDvss Hiria. M.1j.C„ 

of Uirl.i Itrollirr'?, Llnulrj], Cnioultn. 

Mr. ,1. G- Cov.uix, ll.A., I.TiAt., 

rrofi"<'<or of l!ovU>rtmir<, Pr«'''Hlcnc'.v Colli'{rr, C.ilcuttn. 
The Hon ’hie Sir M\NrcK.t!:n Hyii.vmji:j: Dadvruoy, KU, C.I.K., 

Bnr-at-law, Xn^pur. 

Mr, .Jamnadas D\VAnK.vn\s. M.tj.A., 

Itomboy. 

The Hon ’hie Sir TbovR Hoi-nmiOK, Kt^ 

Bimnn Ch.miWr of Commerce. 

Mr. H. A. JtANT, C.S.T.. l.C-S. 

Mr. N’KnoTTVM MoR.\nAr.i:, 

of Mes6<r>5, Mnmrj«v .mil Gompm\v, llomlKiy. 

^Ir. C. AV. Biioni:s, C.n.i;., M.Ti.A., 
of Mo.s'rs. Hoaro, Milh-r .-lul C’onipany. Calentta. 

Sin Movtaou Kl., O.I.C., C.n.K., MJaA., 

of Mrv>rs, l'orlM"«, Korln^i. C'.imphcH {in<l Comp.any, Lhuilcl, 

Kanachi. 

Sfcrcfar}/, — Mr. 11. G, Haio. I.C.S. 

Si-err/.n-y. — Mr. 1'. F, Ilo»n;RS. * 

The terms of rofon'nee lo the Commission wore “ to examine 
with reference to all the interests concerned the T.'irifT policy of tl'c 
Oovenimcnt of India, inclndinj? Uic question of the desirability of 
adoplinff Uie principle of Imperial Preference, and to make rcconi. 
mcnd.ations.” 
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7. All the members of the Commission vith the exception of 
Mr. Keynes 'were resident in Indm. Jlr. Keynes' engasements 
made it impossible for him to visit India for more than nliricf period, 
hut it was hoped that ho should be able to arrive about the begiuning 
of February and remain until the completion of the report. Un- 
fortunately as the programme of work developed it became dear 
that at the most Jlr. Kc 3 ’nes would be able to hear onl.v a small 
portion of the evidence and would be forced to return to England 
before the Commission, had *come to its conclusions. His duties in 
coimectioii with the Genoa Conference made it impossible for him to 
extend his stay in India, and finally' at the end of Janiiarj' we learnt 
to our regret that owing to this combination of circumstances 
Mr. Kej-ncs would he unable to join the Commission and that ve 
should be deprived of the assistance of so eminent a colleague. As 
at this time the Commission had heard the greater part of the 
evidence, it was decided that Mr. Keynes’ place should remain 
unfilled. 

8. The President Msited Simla in the nntiimn of 1921, and in 

consultation with those members of the 

ProcodoMan tear. Commission who were available at* the 
time a questiiyinaire for witnesses svas framed and issued on the 
8th October 1921. The questionnaire is reproduced in Appendix 
A. Various associations and individuals were invited cither 
directly by the Commission or through Local Governments to 
fnnvard in writing their replies to the questionnaire. At the same 
time the fullest publicity was given to the questionnaire, and a 
general invitation was issued to any associations or individuals not 
so invited to represent their views. 

9. The Commission assembled in Bombaj’ on the 10th November 
1921 for preliminary discussions and commenced its tour from 
Bombay on the 24th November. It visited m turn Karachi, Lahore, 
Delhi and Cawnpore taking evidence at each of these places. After 
Christmas it reassembled at Calcutta and thereafter proceeded to 
Rangoon, Madras and Bombay. At the conclusion of the Bombay 
evidence on the 3rd March the Commission dispersed for three weeks 
in order to enable the Members of the Council of State and the 
Legislative Assembly to attend the bu^et session in Delhi. The 
Commission reassembled in Delhi on the 27th March 1922, where ft 
had the advantage of hearing the views put fonvard on behalf of a 
number of Indian States and held an informal discussion with a 





Member o£ the Kailway Board. The Comini‘L«ion then proceeded to 
Simla arriving on the olst March and spent the month of April in 
discussing its inclusions. The task of drafting the report was 
then taken tip, and after further discussion the report was^ signed 
on the 6th July 1922. 

10. AVe received in rcsjwnse to our invitation a great volume of 
evidence. Written statements were received 
ecTi ra.e. from 231 tritnesses, and ont of these 142 

■were orally examined. Wo ■wish to express our acknowledgments for 
the evidence received, vhich represented in many cases a great 
expenditure of time and thought, and to state how much we owe to 
the facts and the suggestions put before us by the ■witiics-*cs, and the 
discussions -which we were able to have with them in the course 
of the oral examination. The evidence represented the most 
varied interests. We examined the Chambers of Commerce, associa- 
tions interested in trade and industry of all kinds individnel 
traders and industrialists, -Government ofucials who gave us in some 
cases the views of Local Governments, professors of economics, 
collectors of customs and, so far as we could obtain them, represen- 
tatives of the agricultural classes. The major part of the evidenre 
was derived from the industrial and trading interests and from those 
who viewed the subject from a general theoretical standpoint. The 
agriculturist is nofalways articiilate and he u^ally docs not possess 
fufEcient education to be able to put forward hi* point of Tiew, 
even if he has one, clTectivoly on questions of such intricacy. We 
took, however, special pains to obtain views which might be con- 
sidered representative of the agricultural interests, and in the 
Punjab in particular -we received some valuable evidence of this 
nature. The consumer, reg3rde<l merely as a consumer, thongh Ids 
interests am very closely concerned in the result of. the enquiry, 
could hardly be said to have been represented in the e-ridenee given 
before us, But just because we realised that he was not in a position- 
to represent his case him^^lf, "wc have given the most careful and 
anxious consideration to whal -wc conceive to be his interest*. 

11. M’s express our thanks to those Local Governments 

and Government ofScials who made 
Acfeio*. r=e= s. arrangements for our accommodation, and 
to' the railway and postal authorities who did much to add to 
the conveniences of our tour. We -wish to express our acknowledg- 
r.icnl-. al.'-o to {Ikkc Go^crnmenl departments which rendered vale- 
able afsi:. 1 aiicc to us by supplying etatisUcal and other information. 
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12. Our labours linvc boon proally Hsbtrnod by tbo ability dis* 
S<,m«.ofth<>SemtATy«Ln.\ pbivcd by oiir Secretary, Mr. 11. G. Haig, 
Assistant Secretary. I.C.S., fliul by Ibc koeu interest in the work 
■which he has shown throughout. He prepared many valuable notes 
on the subjects which came under our review. lie has been oE great 
as.sibtancc to us in the preparation of our Keport, and nc uere for- 
tunate in baving his pervices placed at our disposal by Government. 
■We have also much pleasure in recording our appreciation of the 
good work done by Mr. E. P. Rogers, the Assistant Secretary. 
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CHAPTER 11. 

The History of the Tariff in India. 

13. Customs duties on articles imported by sea have been known 

The tariff in the iio?hai ccnturies, thougb, unril 

Empire. rccciit years, the rates have been low. 

In the time of the ^^oghal3 the rate did not exceed 5 per cent. O'f 
t'a’nrcHi. There was also an elaborate sy.stem of internal transit 
dues, which for many years iropeclcd the trade of India. The 
break up of the Jfoghal Empire, by multiplying the number of 
independent authorities, increased the complication of these dues, and 
in the early days of the East India Company they were recogiiLsed 
as such an impedimeut to trade that one of the chief privileges which 
the Company sought, and later demanded, was exemption from the 
dues ; and one of the greatest scandals ui the conduct of the early 
servants of the Company, before it was curbed by Clive and 'Warreii 
Hastings, was their insistence on obtaining for their own private 
transactions the privileges of exemption attaching to the goods of the 
Company. 

14. The task of abolishing the inland duties was taken up 

Tie CempeV in 1S44. 

tntioo. In the mcautiiue, though the import 

duties on goods entering India continued to be levied to some extent 
at different rates in different i)rovincev^ a fairly consistent tariff 
had been evolved. Generally speaking the duties on raw produce 
were at the rate of 3i per cent, and on manufactured articles at 
3J or 5 per cent. ; but nnti! 1648 these duties "were doubled iu the 
case of goods imported in foreign ships. After this date the nation- 
ality of the shipping was ignored, but differential duties continued 
to be levied «p to 1859 in accordance -n-ith the nntionalitv of the 
goods, the duty on foreign goods being double the duty on British 
goods. 

15. In 1859 the iiec^sity of raising more revenue to meet the 
Ttet»riff»ft*r!he iTnUnr. ^ occasioued by the Sfutiny led 
to a revision and enhancement of the 
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tarifT. The tlilTcrcntial duties ou British ami foreign goods were 
abolished. The general rate of duty T\hich had been 5 per cent. 

raised to 10 per cent., the duty on cotton yarn at the same time 
being raised from OJ to 5 per cent. An experiment vras made by 
selecting certain articles of luxurj* for a special rate of 20 per cent. 
This, honever, proved unremuncrativc and nns aboliBlicd in the 
next year. In 18G2 the duty on cotton piece-goods nas reduced to 
5 per cent, and that on yam to SJ per cent. In 1861 the general 
rate of duty ivas lowered from 10 to 71 per cent. All these reduc- 
tions reflected the accepted policy of trying to revert to the rates 
in force before the Jfutlny, and the improvement in the finances 
which was gradually making lhi»J possible. 

16. The next important step, however, was delayed for some 

Tta.WM.o.otlh.E...- ““““ 

ml cnstoniB dnties. cojitroxcrsy had already begun to cast 
its ill-omened shadow over the tariff policy of India. When 
in 1875 the Government of India found themselves in possession of 
a surplus, they utilised it partly in the abolition of a number of 
export duties and partly in reducing the general rate of import duty 
from 71 to 5 per cent , leaving the duties of 5 per cent, on cotton 
piece goods and of 3} per cent, on cotton yarn untouched. This 
action was disapproved by the Ilorac Government, and as a result of 
the strong agitation conducted by the Lancashire cotton trade, the 
Government of Iiulu were directed to abolish the cotton duties as 
soon as their finances permitted. The partial abolition of the cotton 
duties in 1878 and 1879 kd on in 1882 to the abandonment not only 
of the remaining cotton duties, but of the whole of the general 
customs duties, the Government of India concluding that the duties 
still existing caused an amount of friction, scrutiny and interference 
with trade quite incommensurate with the net revenue they pro- 
duced. From 1882 to 1894 no import duties were levied in India 
with the exception of the duties on arms and ammunition which were 
retained for administrative purposes, the duties on liquors, opium 
and salt whicli were complementary to the excise policy, and a duty 
o! 4 anna per gallon on petroleum which was imposed for revenue 
purposes in the year 1888. 


17. Reference has been made above to the existence of export 

Export 

feature of the early tariff policy and 
were levied generally at a rate of 3 per cent, ad valorem 
on pr^tically all exports, certain specified articles only being exempt. 
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singled out ns capable of yielding n good revenue nt comparatively 
lii”!! rates of taxation vvithout any injury to the country. 

20. In 191G the financial burden imposed by the war necessitated 

an eiiliancoment of the tariff. The 

t-Mioral rnl.- rnisert from 5 to 

7^ per cent There was a considerable curtailment of exemptions. 
Machinery, other than that for cotton mills, and railway material 
were now taxed at 2A per cent., and the duty oii iron and stocl was 
raised from 1 to 2\ per cent. Sugar, in consideration of the large 
imports and the consctiucnt large rc\cnuc uhicli it was likely to pro* 
ducc, was subjected to a duty of 10 per cent., and considerable in- 
creases 'were made in the duties on Inpiors and tobacco. Tlic cotton 
duty and excise still remained at 0’ per cent. In tbc following year, 
largely as a result of the contnbulion of ilOO million made by India 
lov.’ards the prosecution of the uar, still fuiiher I’cvenuc liad to be 
found. The cotton duty was therefore raised to the general level 
of 7J per cent., the e.xcisc i*oniaining xnichangcd nt 3i per cent. 

21. In 1921 tlve Clovcvmwcnt was faced with an unprecedented 
deficit and further laigc changes woie made in the tariff, which were 
designed to produce an additional revenue of 8 croi*cs of rupees. 
The general rate of duty, including the duty on cotton piece-goods, 
was raised from 71 per cent, to 11 per cent., the excise remaining as 
before at 31 per cent. The special exeniptioi), however, which in 
Mcw' of the excise the cotton mills had enjoyed in respect of imports 
of machinciy and stores, was withdrawn. The duties on Injiiois and 
tobacco were enhanced once more, the duty on sugar was raised fiom 
10 to 15 per cent., and a high epccific duty was placed on nuitchos. 
Finally certain articles in the nature of luxuries, such as motor cars, 
silk piece-goods and watches, were singled out for taxation at the 
rate of 20 per cent. 

22. But the financial embarrassments of the Government and 
■their need of more Te>enuc from the customs were not even yet at an 
end, and in 1022, while w'c were still prosecuting our enquiries, it 
W’as found essential to make further far-reaching changes in the 
tariff. The general rate of duty was raised from 11 to 15 per cent., 
but the duty on cotton piece-goods remained at 11 per cent., the 
excise also remaining unchanged at 3\ per cent. Tlic duty on 
maebiuevy was retained at 21 per-cent., but the duty on iron and 
steel and railway materials Avas raised from 21 to 10 per cent. The 
duty on matches was doubled and that on sugar raised from 15 .to 
23 per cent. Cotton yam, w’hich had since 1896 been free, was 
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taxed at 5 per cent. The duty on kerosene was raised by one anna 
per gallon and an cxci'-o duty of one anna per gallon n'as placed on 
kerosene produced in India. The duty on those articles •which had 
been singled out for the special rate of 20 per cent, in 1921 was now 
raised to 30 per cent. Such increases as it was believed that liquors 
could still bear without failing to produce increased revenue were 
imposed, but the taxation on tobacco was considered already to 
have reached the productive limit. 

23. It is obvious that the 1922 tariff lias travelled a long way 
Charaolcr of, iho present “ fofco betoro tho war. 

tariff. Tile general rate of duty is no longer 

low, and wide breaches have been made in the old principle of 
uniformity. Omitting a. limited free list, we have now an import- 
ant class taxed at per cent., a second important class at 10 per 
cent., and a third at 30 per cent., irhile such largely consumed 
commodities as cotton piece-goods, cotton yarn, sugar, petroleum 
and matches in addition to liquors and tobacco are taxed at special 
rates. It is obvious too that considerations other than those of 
revenue cannot fail to obtrude themselves in the framing of a tariff 
containing such high duties and such a great variety of rates. 


24. Another important feature which has emerged in recent years 
is the tendency to revert to export duties, 
ow expor a os. already been explained ho'w at ouc 

time low export duties were levied on almost all articles of export, 
and how a policy of abolishing these duties was steadily pux*sued, 
until only the duty on rice remained. The financial difficulties of 
1916 gave lisc to two new export duties, one on jute both raw 
and manufactured, the other on tea. In 1917 the export duty on 
jute was doubled. In 1919 a principle ivas introduced which ivas 
entirely new to the Indian tariff. Hitherto all export duties had 


been levied solely for the sake of revenue. But the export duty 
oji raw hides and skins imposed in that year was put forward frankly 
as a measure of protection for the Indian tanning industry. It 
also contained another novel priuciple by providing for a rebate 
of two-thirds of the duty on hides and skins exported to the Empire 
and there tanned. ' , 


25. A tendency which should be noted in considering the recent 
Incrcafiins reliance OQ the development of the Indian tariff is the 
cton., rapidly ipcrea^ing revenue derived from it, 

and tlio mereabing proporUon wlucli that revenue bears to the total 
revenue. TIio following table shows the revenue derived 4 reee“ 
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years from import and export duties and the cotton excise ns com- 
pared with the total imperial or central revenues. The fipurcs in 
column C represent the revenue derived from those heads wliich at 
present form the central revenues. Tlic revenue from import and 
export duties and the cotton excise in 1921-22 was 35} crorcs of 
x*npces as against an n\ erage for the 5 yean? preceding the war of 
something under 10 crorcs, while the percentage which these sources 
of income bear to the total central revenues has liscn from 14.7 for 
the 5 years preceding the w’ar to 31.4 in 1921-22. 

(lakhs of rupees.) 
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CHAPTER III. 

The Economic Position in India. 

2G. In any sn’-vaj nf India’s present economic position the out- 
standing feature mu«t he the predominant 
ImpoTtooc Ot.mrfl.re, of :i?riciilluro. No loss than 22f 

million people, representin" 72 per cent, of the population, ^ve^c 
returned at the census of 1911 ns depending for their livelihood on 
pasture ninl nprieulture. IVhalever may he the developments on 
the industrial side, it is hardly possible to contemplate n time when 
agriculture will cense to he. what it always has hecn in India, the 
occupation of the srreat mass of the people. 

27. If wo tah'o 1919-20, ■uhich is the last normal year for which 
n,« .TOP., »vailnl.lp, tlic follMvins talilo 

thocatcnttowWfh ther are indicates the comparnljvc importance ns 
Mpottcl. ineaMircd by area of the principal crops of 

India, though it should be staled that with the exception of wheat, 
cotton and .iuteHic fijtures generally exclude the cultivation in Indian 
States : 


Biec 


. . 79.4 millions of acres. 

\Vlieat 


. . 29.9 

„ 

Cotton 


. . 23.3 

„ 

.Tawni” 


22.4 

„ 

Oilseeds 


. . 34.8 


Bajra 


. . 14.5 

,, 

Gram 


. . 12.6 


Barley 


7.4 


Maize 


G.G 


.Tnte 


.. 2.8 


Sugarcane .. 


.. 2.7 

„ 


Of the food grains there is in normal times a considerable 
export both of rice amt wheat, though the proportion of the crop 
exported docs not amount to more than about 7 per cent, in the 
case of rice and 10 per cent, in the case of wheat. Bariev is also 
c^roplort lo nn arprodaWe orient. Of the cotton crop on an average 



TUF. ECONOMIO rOSITlON IN I^D1A 


17 


in recent years the amount exported is not far short of half of tho 
total production, aud in many years it has exceeded half. The pro- 
portion of oilseeds exported varies considerably with tho different 
seeds. Linseed, for instance, is grown mainly for export, whereas 
the exports of groundnuts, rapcsced and sesamum probably do not 
exceed about 20 per cent, of the total production. In the aggregate, 
however, the exports of oilseeds form n large item in India’s foreign 
trade. The exports of raw jute, though on the whole diminishing 
with the growth of the jute industry, still represent a large volume, 
ainouatuig to somewhat less than half of the total crop. 

28. All authorities agree that In^an agriculture fails to obtain 

tile yields of which the country is capable 
Agncultural pTodncUon. words of the Indian Indus- 

tiwl Couimissiou, “ tlicic is a vast field for improvement in tho 
efficiency of the methods.” A striking example to which attention 
has recently been directed is that of sugar. It is "stated by the 
Indian Sugar Committee that India’s outturn of actual sugar per 
acre is less tlian one-third that of Cuba, one-sixth of Java and one- 
seventh of Hawaii. Similarly the yield of rice, of wheat and of 
cotton in India is poor compared with the standards of the more 
advanced countries. 

29, On the agricultural side therefore we have a production, 
huge indeed m total volume, but still capable with improved 
methods of great increase. This production provides all the food 
grains consumed in the country, and in normal years leaves a 
moderate surplus for export. It yields a very large crop of cotton, 
about half of which is worked up in the country, while half is 
exported. It provides the jute supply of the whole world, of which 
the proportion worked up in the country is increasing every year. 
It gives a large crop of oilseeds, which not only satisfies the whole 
demand of India, but leaves a large and valuable surplus for export. 
It furnishes some 40 per cent, of the tea supplied to the world’s 
markets, and finally it provides the whole of the raw sugar consumed 
in the country, which is roughly seven times as great as the quantity 
of refined sugar imported. 

30. On the industrial side India has two great textile industries 

I«ai.nM„i,l». on modern lines, cotton and jute. In 1919, 
which IS the latest year for which 
statistics are available, there were 277 cotton spinning and weaving 
mills employing 306,310 person-s, in addition to 140,786 employed 
in 1,940 cotton ginning, cleaning and pressing mills. The jute 
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industry possessed 70 mills employing 270,079 persons, besides 211 
into presses in wbich 33,316 i>crsons were employed. Noxt after 
these two great industries come the railway workshops with 126,134 
employees, and rice mills, with dS,5G3. Engineering workshops, 
tanneries, tile factories, iron and steel works, mineral oil and many 
other industries employ appreciable numbers, but out of a total of 
industrial workers for all India which is returned at 1,367,130 the 
cotton and jute mills together with the gins and presses and the 
railway workshops account for no less than 882,025. The above 
figures relate to wliat arc known us large industrial establishments 
and take no account of the important industry of coal mining, which 
in. 1919 employed 203,752 persons, nor of the numerous village or 
X cottage industries, of which far the most impoitant is that of hand- 
loom caviug, which is believed to provide employment for over 
2 million workers. 


31. To s\nn up the industrial position, wo find in the cotton and 

jute mills two important industries of 
modern type, n consulcrablc difiusion of 
mechanical engineering represented by the rnilwQv workshops and 
the private engineering works which arc now springing up, the 
beginnings of-au iron and steel industry, and n number of minor 
industries, none of wliich lias yet reached tlio stage of being a 
serious economic factor in the countiy. In addition there is a large 
production of mineral oil, and theic is the important industry of 
coal mining on the fututc of which the industiial dcNclopmcnt of 
the co\mtry largely dci>cml^. Einally, scattered lluoiighout tlie 
country, unorganized and handicapped by methods of marketing 
and finauco'that hardly jicimit them to rise above the lowest 
economic level, is a vast army of iiaudloom weavers. > 

32. Turning from the existing facts to the conditions for a 

further development of industries* it appears 
Povrcc resources.' j^psourcos, though not ou the 

whole of high quality are sufficient in quantity, that hydro-electric 
schemes are likely to play an important and increasing part in the 
provision of power for industries, and that there art) certain possibi- 
lities nf utilising Indian oil fuel. Tlic power situation may there- 
fore be regarded as satisfoetorj*. 

33. As regards labour, there is an agricultural population which 

I.W. c:tplain in tlie nest chapter, is’ 

. o£ the country in gxcesa ot 

the uumhors rdiuircd lor clhcient cultivation, hut owing to special 
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cause?, ^vhicli arc partly to bo found in dcncioncics of lioii'sing in 
industrial centre?, and partly in the hereditary con'icrvatisra oC tho 
people, exhibits at present somo reluctance to adopt thS life oC 
tndustrial labour. A*? a result it is found’that labour for industries 
is sometimes seared and i»cneral!y niijrratory. Fiirthor, the labour 
supply recruited from this sonree is necessarily unskilled, and thcro 
is a prroat dearth of skilled labour to rrliicli rve refer in Chapter Vlll. 
34. As regards the supply of raw materials India stands 
’ in a favonrable position, as is shown by 

Ooneral eonJitlon-. habitually OXpOTtfl largo 

quantities. She also proxidea for tbe products of many industries 
a large home market, capable* of ab«orbmg an output enormously in 
excess of that whieli her factories at present produce. The system 
of tran«port is fairly developed in most of the province^, and though 
the condition of the railways has in consequence of the war fallen 
far below a reasonable standard, funds arc now being provided, 
which should enable the railways within a few years to give tho* 
facilities which industrial development demands. Finally, the diili- 
cnlty of finding Indian capital, which some years ago seemed to 
impose a definite limit on tl\c expansion of Indian industries, seems 
in be vanishing gradually under the influence of now ideas bred of 
education, new banking facilities and a now enthusiasm for tho 
employment of capital in industries. 

35. The foreign trade of India lias expanded almost without a 
Forei traao ?hcck for the last 50 years, and is now of 
^ ' high value and importance. Tlio average 

total value ,of imports and exports of merchandise in the quinquon- 
niura 18G4-5 to 18C8-9 was 87,56 lakhs of rupees. The corresponding 
figure for the qninquonninm 1909-10 to 1913-14 was 375,90. In 
1913-14. the yc.sr before the war, the wilno was 410 32 ; in 1919-20 
it was 534, 7G ; and iri 1920-21 it had risen to 591,94. In 1921-22 
however there was a set back, the value being only 510,05. In con- 
sidering tho post-war figures it is nccessarr to take account of the 
enormous rise in prices, producing a corresponding inflation in the 
value of the foreign trade. In actual volume both* the imports and 
exports of merchandise in 1920-21 were less than those of 1913-14. 

30. The normal distribution of this trade has shown a lafge 
, ... snrplns of exports over imports of mer- 

“ chandise, reduced by steady net Imports of 

treasure, hut leaving in the end .a very considerable excess value of 
exports, wluttli enables India to discharge her overseas obligation in 
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tlif* jiintlcr o[ intorf^t on nnd tho homo chnrgos. Tlio following 
tnhlc rxhihits the position in this respect for r» years before tlie war, 
5 years during tlie -war and the first post-war year, 1919-20 i — 


(In Inlvlis of Rupees.) 


— 

Arewpo. 

1909-10t£> 

1013-a 



Net cxpotln of tnfK-ti.milixa (incluittni' 0*'t- 
eminent slorc*) ... ... ... 

•K.58 

00 as 

1 111,00 

NeUmporti of trca«nm m. .- 

as, PS 

ai.77 

M.M 

I'.xrcA* of exports .. ... 

roes 

aisi 



This normal course was abruptly upset in 1020-21, wlien instead 
of an excess of exports amounting to 30 or *10 crores, there svas an 
excess of imports of no less than 89 erores. Tn ]021«22 the execs* 
of imports una still as high ns -11 crore«, but there arc recent imli* 
cations tf n return to normal conditions. 

37. Tlio'following table indicates the nature of tho import and 
ol Imp-irt. »..l '■^POrt Irmlc ot Imlin. 

fxporiK, 


(In lakhs of Hupees.) , 


— 

Arerne** of 
Cto j»r"-«mr 

ItWOUOto 

1915-lt. 

Aycmye of 
Ore »^nr 

Tcun ’ 

1914-15 to 
19J8-10. 

1019 20. 

1920-2t. 

1 1021 22. 

iMronra, 






.VereftandiV »— 


• b'o.ao 




1. Toot, OrinV Ami tolineeo^ 


41,1,3 

35,97 

50,a3 

IT. Haw niiiterlnU nml pFO* 
(iueo Milt artleles tnninlr 
unniaiiufivetnrs>l* 

10.03 

' 

17.37 

17.U 

22.01 

HI. Arllclc* wholly or niAlnly 
jniinnfaptuTeO. 

ltt.60 

. 105,50 

145 35 

274, tl7 

159,47 

IV. MiseelUneonssml nacUfil- 
CM. 

2,1“ 

3,33 

4.12 

7,55 

4,31 

Ooreminent ileres ... ... 

5.82 

11, ts 

13.73 

11,14 

14.07 

Total 

I5I.C7 1 

1 59.25 

221,70 

nt7.14 

250,50 - 
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(In InWis of ilnpccs.) 


— 

Arerag^o of 
firorro-iTAr 
yeora 

10 9-10 to 
1913-U. 

i AreraffO of 
fira nar 
Tcart 
1914.1S to 
1918-19. 



B 

ExrORTB. 

Indian IlercAaiidiV j— • 


- 




I, Foo4, drink nsd tobacco .. 

62,97 

.59,57 

42.23 

4D.C7 

63,51 

IL K.aw material* and ^iro- 
dnec and aTilclea mainly 
nnmannfactnrctl. 

102.53 

81, 9G ' 

159,8.3 

U3,43 

109,70 

ni Atticlci TihoUr or mainly 
minufaclnreo. 

51.58 

CD.IO 

103,25 

6(5,91 

CI.C7 

IV. MJflcelUncoua andnneUeal- 
iled 

2,12 

' 201 

3,7! 

4 29 

4.Ct 

QjTen.meut atorea . 

11 

172 

593 1 

S!3 

3.S1 

Total 

219.C1 

217,89 

314,98 

247.69 

2S2,7o 

Grand Total (excludinj 
re-fsrorta) 

371.28 

377.11 

53C,I>8 

695,03 

513.20 


38. The flgiires show that ordinarily between 70 and 80 per cent, 
of the jmpoi'ts are included in the class of articles wholly or mainly 
manufactured, the only large head of import outside this class being 
sugar, which comes under the heading “ food, drink and tobacco.” 
Exports on the other hand are more evenly distributed, raw 
materials such as cotton, jntc, oilseeds, hides and skins, represent- 
ing between 40 and 50 per cent, of the total, manufactures (mainly 
jute and cotton) over 30 per cent., and food, drink and tobacco, the 
principal items being grain and tea, about 20 per cent. The chief 
manufactures imported by India are cotton goods including yarn 
which represent about 30 per cent, of the total imports, iron and 
steel 8 per cent., machinery 6 to 7 per cent., railway plant 4 per cent, 
and hardware 3 per cent. Detailed figures showing the value of the 
different classes of imports and exports are given in Appendices 
B and C. 

39. The distribution of the Indian trade among the various 
DUtriUtloacf foreijn countries of the world is of considerable 
interest. In the 5 years immediately pre- 
ceding the war G9.8 per cent, of Indian imports came from the 
Empire (of which 62.8 came from the United Kingdom) while 
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30.2 per cent, came from foroi^n coiintric'i, clncfly Germany, Java, 
the United State<i, Japan and Austria Humjarj*. Of the exports only 
41.9 per cent, vrent* to the Empire, the United Kingdom taking 
25.1 per cent. The remaining 53.1 per cent. Trent to foreign count- 
ries, and though no one country took even half vrhat the United 
Kingdom took, there ■were suhstnntial e.vporfs to Germany, -Japan, 
the United States, Franco and Belgium. In 1921-22 vrhen trade was 
beginning to settle down once more after the drastic distnrhanccs 
of the war, the position ns between the Empire and foreign countries 
was not very different to -what it had been before the war. The 
imports from the Empire bad f.allen from C0.8 to GG.6 per cent., 
imports from foreign countries rising correspondingly from 30.2 to 
33.4 per cent. Tlie distribution among the foreign countries however 
had changed very appreciably. The large German import.s had 
fallen away to n comparatively small figure, wliilc the United States 
and Japan had both assumed a very important position. Java conti- 
nued to be one of the chief among the foreign countries from which 
Indian imports arc doiuvcd. ‘With regard to exports the Britiah 
Empire took 37.3 per cent, instead of 41.9, and the share of the 
United Kingdom had fallen from 2.1.1 to 3D.7 per cent. Among 
foreign countries Japan and the United St-otes stood first, followed 
by Germany. The percentages arc given in detail in Appendix D. 

40. The general conclusion is that the United Kingdom still 
stands easily first among the countries supplying goods to India. 
She also takes more Indian exports than any other single country, 
though the proportion seems to be diminishing. Tlie two next most 
important countries in tbe matter of trade relations are the United 
States and Japan, while the imports from Java and the exports to 
Germany are not incousiderablc. 
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CHAPTER IV. 


The Importance of Industrial Development. 


41, IVc have ill llic prccciliiig chapter given Bomo account of 
l.vI.,„.l»i.da,i,i.l.l=vo. 1'''!“’=' <»>'■“"■“ rOBition. Wo 

lopment inlniiti. liavc poiiilocl oiit tlic cnorinous proportion 
ot pop\i\a\ioi'i v\t:pviv\tut wpou ftgncvvUute. W c liavc ludicatcd 
also the growth of the iinpoitnut iiulustric.s of cotton, jute .tiuI coal. 
A few of the witnes'ics who ha\c appeared before us seemed to be 
satisfied with the progress in industrial development winch India 
has made and is making. It h possible foe those who live in one of 
the industrial centres of India to hold Midi views. But we feel 
that it is not possible to endoisc them when we c-vlcnd our range of 
vision to India ns a whole. Industrial piogiess there 1ms been, but 
on a limited scale, and m compariRou with other countries it has 
been slow. We hold tliat the indastri<il development of India has 
not been commensurate niih the size of the country, its population 
and its natuial rcsoxiiccs, and we accept the conclusion drawn by the 
Indian Industiial Commission, which at the close of an enquiry 
extending over two years summed up the position as follons : — 
“ The industrial system is unevenly, and in most eases inadequately, 
developed ; and the capitalists of the coiuitiy, with a few notable 
exceptions, have till now left to otlicr nations the work and the profit 
of manufacturing her valuable raiv materials, or have allowed them 
to remain unutilised.” 


42. "We proceed to consider the particular advantages which an 
AdrantigeB of deTclop. mercascd development of industries in 
ment of industriea. India may l>c likely to bring. In speaking 
of a development of industries we must be understood throughout to 
mean the development of industries which are economically sound, 
of which, in a country of such great natural resources, there should 
bo no lack. The establishment of such industries will beyond all 
doubt increase the production of svealth and enrich the country 
generally. It will also help to redress that excessive dependence on 
agriculture, the effect of which is summarised in a sentence in the 
Report on Indian Constitutional Reforms; “The economics of a 



cnimr. iv 


2i' 


countrj* uhich depends to bo great an extent ns India on as^tedtuK 
be unstable.” 


43. But there arc also advantages which require more carefu 
D6Tdcpm.nt Oi cpii.! onalj-sis. Ill the firit place it is generally 
resoorecs. believed that appreciable capital resource; 

arc at present wasted in India,' and successful industrialisation maj 
bring these resources into use. It is true that the practice of hoard 
iug, the extent of which is sometimes exaggerated, and tha* 
of investing savings in ornaments, which is beyond dispute, may yich 
but slowly. Yet they arc likely to yield more rapidly in the fac< 
of a strong demand for industrial capital than luidcr any othci 
conditions. Further, there can be little doubt that the joint stoci 
sj'stcm which prevails in industry* tends to attract small dribleU 
of capital which would otherwise lie \musccl. There is a further con 
biderution of some importance in this connection. The dcvclopmcnl 
of industries will facilitate the accumulation of capital in a form ir 
which it is readily available for use. Industries place dividends ir 
the hands of those who arc more likely to me them for fresh invest' 
ment. Further, the profits of industries are as a rule not distributed 
in full in the shape of dividends. Reserve funds ore kept, which 
create new capital automatically. Apart from any question, there- 
fore, whether the profits of industries or the profits of agriculture 
are greater, it may safely be asserted that the profits of industries 
are more likely to go to the creation of fresh capital than are the 
scattered profits of agriculture. 


44. It might bo argtied that the attraction of capital to indus- 
tries which we anticipate will have a harmful effect on agriculture 
by diminishing the amount of agricultural capital. \Ve do not 
think that any such result is likely. So far as agriculttirists at 
present lock up their capital in the purchase of ornaments or 
invest it in Government paper, the employment of this money in 
successful industries would produce more profit, which could, if 
necessary, be devoted to agriculture, while at the same time no 
capital which is being actually employed for agricultural purposes 
is withdrawn. On the other hand we see no reason to believe 
that the capital employed in agriculture, so far as it is provided as 
it largely is, through mortgages on land, is likely to suffer any 
diminution, so strong is the sentiment in favour of investment in 
land. YTe may safely conclude therefore that the development 
of indastries wiU attract info use as capital a certain amount of 
money now lytng idle, and that it wUl stimulate aecumtdations S 
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new capital. Nor aust the possibility of nttrnctitig foreign capital 
be forgotten. These arc ^cry nubstantinl advantages in a country, 
the development of ^^hich in cverj' direction is retarded by insuffi- 
ciency of capital. 

45. Another .sdicrc in wliicli industrial development will 
Produco gracrally favourable resuUs ia 
ment of labour. that of employment of labour. Labour m 
India presents some paradoxical aspects. In many parts of tbo 
country it is still true, as noted by the Indian Famine Commission irf 
1880, that • ' the numbers who have no other employment than agri- 
culture are greatly in excess of what is really required for tho 
thorough cultivation of the land.” To this extent there is a clear 
waste of man power, and we should expect to find a surplus popula- 
tion seeking employment. And to some degree -this expectation ia 
realised. There are certain areas, notably Madras and Bihar, from 
which large numbers emigrate to centres of employment whether 
within or without India. And yet the general complaint of Indian 
industrialists is of a labour supply barely sufficient for their needs, 
while a surplus population still remains on the land. The explana- 
tion. of this economic parado.x may be found in tuo sets of condi- 
tions, one artificial, the other natural. Tho dcsclopment of industries 
has been confined to a feu centics m India, and the housing facilities 
for the labouring classes in those centres have not kept pace wit^i 
the needs of the population. lu the cotton mill industry tho 
difficulty of obtaining labour both m Bombay and Ahmedabad may 
be attributed largely to lack of housing accommodation and of favour- 
able social conditions. lu the coal industry of Bengal the inade- 
quacy of the labour supply could also be remedied by better housing 
accommodation. These conditions discourage the inflow of labour to 
industrial centres, and account partly for the fact that considerable 
numbers of Indian labourers prefer cmigiating from India to taking 
work in the country. These artificial impediments to a free supply 
of labour are obviously such os can be removed, and m more than 
one place the neeeesary remedies are being applied. Difficulties of 
labour supply thei;efore due to such causes cannot be regarded as 
more than temporary. But there are other factors founded in the 
nature of the population which tend at preheat to limit the supply 
of industrial labour. These arc the eonsoivatism of the agricultural 
classes, their intense attachment to their ouu homes and the tradi- 
tional village life, and their dislike of regular hours of work and 
industrial conditions generally. We do not however think that these 
tendencies wUl long resist the powerful forces working in the other 
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directiou. Tlie present obstacles therefore "whieh stand between the 
surplus agricultural population and industrial employment appear 
to us to be duo to causes of steadily diminishing efTectiyentss. "We 
believe that an adequate supply of labour for industrial develop* 
raent will be forthcoming, and that this flow of labour from ^ullftfics 
into industries, resulting in a more economic employment of the 
labour supply of tbe country, must increase tbe country’s wealth. 


‘ 40. The more economic cmploynient of labour leads to an 

increase in the output of national wealth, 
octcftio in wftgcB. enables a higher remuneration to 

be given to labour, Tlic real wage of the industrial labourer is, as 
we should naturally have expected, far higher than that of the 
agricultui'al labourer, and the extension of industries will mean 
that a growing proportion of the population will enjoy increased 
resources. The good wages earned in industries will also have some 
’effect on economic conditions in the villages. It is found for 
instance in those parts of the country from which industrial lobmlr 
is drawn that, while some membere of a family go to work in the 
factories and others stay in the village, the family as a whole 
retains its connection with the village, and a considerable part of 
the wages earned in the factories goes to improve the economic 
condition of the family in the village. In some areas also it may bo 
anticipated that agricultural wages will rise as a result of any con- 
siderable extension of industries. They will certainly rise in sym- 
pathy with industrial wages in districts odjoinin" industrial centres, 
and in districts where paucity of labour exists already the new 
demand for labour created by industries will tend to raise agri- 
cultural wages. 


r 47. Many of our witnesses have asserted that industrial 
Effect of MoBtrial aere- development will solve the problem of 
CO ...SStaiTl oo»di- agricultural poverty and provide a remedy 
tiotiBs for the periooieal scourge of famine. We 

have explained above that the wages earned in industries will 
have some effect on economic conditions in the villages, and this 
.will endow the people with greater staying power. Any increase 
in wealth will have this effect, and noticeable as it is in tbe Bombay • 
districts, where the additional wealth is derived from industries, 
it is also noticeable in the Punjab, where the source of the increased 
wealth has been agriculture, yfo have also indicated the prohahle 
effect o£ uidustries m drawing surplus population from the land 
But here again tvo must not be understood to attribute to this factor 
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auy ovenvhelming importance. We need only point out tlmt accord- 
ing fi) the census figures for 1911 the number of persons returned 
under the heading of ordinary cultivators, farm servants and field 
labourers and growers of special products was 210 million, of whom 
46 per cent., or some OG million, were actual workers, whereas those 
employed in large industrial establishments in India in 1919 were 
on the average only 1,367,000. We may take it therefore that tho 
industrial workers arc equivalent to not much more than 1 per cent, 
of the agricultural workers. Even if the development of industries 
in the near future is very rapid, the population withdrawn from the 
land will be but a small proportion. 

48, The general causes we have indicated above will provide the 
agriculturist in certain areas with increased resources and thus help 
him in his fight against famine. But industrial development cannot 
in any more direct way mitigate the effects of famine, or to speak 
more accurately, of a failure of the rains. It has to be remembered 
that a widespread failure of the rains is an cccmomic disaster which 
reduces the output of wealth of the nation. The general purchasing 
power is therefore reduced *, and owing to the rise in the price of 
grain it is mainly concentrated on the purchase of food, it follows 
that at such a time the demand for the products of industries is 
diminished. It can therefore be understood how vain is the hope 
that the agriciiltural labour thrown out of work by a failure of^the 
rains will find employment in industries, and that industries can be 
used as famine relief works. It is more probable that at such a time 
industries would be forced to consider the necessity of dispensing 
with some of the labour normally employed than that they would 
■be able to take on additional labour. And in any case the bulk of the 
agricultural labour available would not be suitable for immediate 
employment in factories. Cottage industries too are at such times 
of little support, and indeed it is usually found that the handloom 
weavers are among the first to need assistance in days of famine. It 
is necessary therefore to recognise that industrial development alone 
will not solve the problem of famine. The real remedy for famines 
lies in the development of irrigation, and the extension of scientific 
methods of agriculture, to whidi industrial development by raising 
the general economic level of the country is only supplementary. 

49. A secondarj', though very important, result of the wealth 


(«) onthepiillloreTennes ; 


created by industries will be its effect on 
the public revenues. India stands at the 
threshold possibly of great developments, but in whatever direc- 
tion she essays a step in advaupe, whether it be in politics, in 
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cduonlioTi, In nnnilfi1ioM, in njjricul(tiro, hIic finds progrr'is impcdc^l 
Ity >vonl of funds. N’ou* ^o fnr ns lndiistri.il <lcvplopmont increases 
llic nnlio!ial wonlUi, it will t»f course nlsi> increase the lasallc 
);C')oure('s of tlio c«mnlry nnd hrinj: iiiere.ised revenue to the Slate. 
Hut itiduidrlal developmcni nlfo prodnees uc.illh in n form in which 
it id likely to yield n jelalivcly hij'li revenno. Atrricnlttiral wealth is 
tuxnblo only throuijh the |:md revcnne, which esp.mds hnt slowly, 
'rho \>rofits of indnslries on the other han«! are taxed mainly tlirnuph 
the income la\, and oKo after «lts1rihn1ion to itidi\idnals contribute 
Inrj'cty to tin* etislom**, mid Iioth these are sources of revonu'' which 
respond immediatidy to inenMsed we.ilth. It therefore f>ccm« rca'on* 
able to duppi'se tliat industrial <|evelopmeut will e.xcreiso a favour- 
aide innuenee on the puhHc levenues. 

50. Finally one of the most important results that may he autici- 
(«0 on Uin nstionst from n ilcvelopmcnt of industries 

in lndl.1 is one that cannot he measured 
in terms of moucy. A country industrially ’umlrvclnpod tends 
to KtifTcr frotn a' certain iutellcclnal doadness. The outlets for 
dlvcraity of tabnU arc few. Those who mijrhl have Rhone in a wider 
t-phci'c haie tlndr etier«ies and nmhitions cramped in the mould of 
uniformity. It is liardly t«y> much to wy that a certain measure 
of industrial life ami opportunity is an essential condition for 
huildiiig up a vigorous national chameter. And with regnnl to 
India the olToct on (ho nntiomd character is likely to he iinrticularly 
marlted and particular!,'* beneficial. It has long tiecn felt flint 
education in India has not been producing a typo of mind with a 
Hufilcicntly iiractical grasp of affnirs, and industn.il training is 
rnlculatcd to provide ttic corrective roQuired. 


51. So far wc have considered the adx'antagcs whieh industries 

. 1 .. ''f"' >>'' "oi. 

vf-topmoiit wm reiHPe ti.P liowcVor, Wish to muiuiuso any possible 
foMi-urpiy. disadvantages. And here wc m.ay refer to 

the view that was put hcfoiT tis by Rcver.il witnesses, that iiulustri.sl 
dovelopmeul might be dangerous to agrienllure. To thorn the 


future of India presented itself mainly as a problem of securing 
a MtfiicicMit food Mipidy for its enormous i>opnl.\tion. Tliev argued 
that any nrlificinl development of industries would* attract 
popidation from the land to the towns, and that the jionul.aiion 
rniuin.'tiiT on llio Inmi \v..nl,l an a rons,.,|,ionoo of i|, reduced 
l.uml,em prodaee lens f.,od, j,„t al a (i,„e «l,e„ l|,c devcloumcnt 
of >nduntr.en uould !,c te.„ii„... fr„.„ (ranaftr of 
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population from agriculture to industries, to create an increase 
in the demand for foodstuffs. This argument, it seems to us, 
rests on two unjustifinhle assumptions. In the first place, it is 
assumed that the transfer of population from agriculture to 
industries will he large in relation to the total agricultural popu- 
lation. We have already stated fJint we believe on the contrary 
it must be small. In the second place, it is assumed that a 
diminished popxilation on the land must mean a diminished 
production. But this is ecrlninly not the case when, as we believe, 
the agricultural pop\ilation is in many places in excess of what is 
really required for the Ihoioiigh cultivation of the land. Nor 
again is it fair to assume that Indian agriculture must remain for 
ever in a primitive stage, and that larger yields will not be obtained 
with less labour than at present. We consider therefore that the 
anticipated danger to the food "supplies of India arising from the 
diversion of labour from agriculture to industries is unreal. 

52. Industrialisation will, however, bring new and real prob- 

_ , Icms, arising from the aggregation of 

&?gTes»tiotia of popoiAtion in population m large towns, and these will 
involve new expenditure. The adminis* 
trative .control of a population of 100,000 in a town is a more 
elaborate and expensive business than the control of the same 
numbers scattered through a countryside. Law and order are 
preserved less easily, the neglect of sanitary rules brings a severer 
penalty, the necessity for education is more urgent. Poverty and 
■■ unemplojTuent may assume forms Iiitherto unknown in India, and 
may demand new machinery to cope with them. These are possi- 
bilities which should not be ignored. But so far as they will 
involve additional expenditure, they may be set off against the 
additional revenue which industries will bring. 

53. With reference to the kind of problems indicated above we 
Such asr^regations to be think that any factors which might mini- 

diieonraged. misc excessivc aggregations of population 

in a few areas deserve encouragement. The older industrial nations 
have realised through bitter experience the disadvantages which 
result from these conditions, and there is a movement now to try to 
remedy them. It might be possible for India, coming late into the 
field, to profit by this experience, and we would prefer to see, so far 
ns it.is economically possible, industrial establishments fringing up 
in. towns of moderate size all over the country. It is worth remem- 
bering that the natural feelings and habits of the people will fqvoi^r 
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such a tendency, which would enable the labourers to mainlam closer 
touch with their oM village homes. One factor which may have 
a considerable bearing on the lines of development is the question of 
railway rates. AYo deal with these more fully elsewhere. At this 
point wc would only say that some witnesses have stated that the 
great concentration of indu.stries at the ports is due in part to favour- 
able railway rates obtainable to and from the ports. "We arc not in 
a position to saj’ liow far this has been a decisive factor, but we, think 
it most important that the development of industrie.s at suitable 
smaller centres throughout the countrj' sJionld not be hampered by 
any discrimination in railway rates. , 

54. We have considered generally the advantages and the possi- 
■ Conclaiioa disadvantages which would attach to a 

considerable development of Indian iodos- 
trics. Wc have no hesitation in holding that such a development 
would be very much to the advantage of the country as a whole, 
creating new sources of wealth, encouraging the accumulation of 
capital, enlarging the public revenues, providing more profitable cm* 
ployment for labour, reducing the eicessive dependence of the 
country on the xinstablo profits of agriculture and finally stimulating 
the national life and developing the national character. 
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CHAPTER V. 

The Choice between Free Trade and Protection. 


55 The main subject on which we have been asked to report 
Tho p.1.0, r«,«- is «'<= policy of the Government of 

tnetdeft India. This iticans in cttcct that wc have 

to decide whether a policy ot free trade should be continued or 
Avhether industrial development, the importance of which wc have 
explained in the preceding chapter, should be stimulated by a 
protective tariff. "We think it convenient to state at once the 
conclusion on this point at which after the most careful con- 


sideration we have arrived. We recommend in the best interests 
ot India the adoption of a policy of protection to be applied with 
discrimination along the lines indicated in this report. In this 
chapter we shall give the reasons which have led us to recommend 
the adoption of a policy of protection rather than one of free 
trade, and in the two succeeding chapters we shall explain why 
we hold that the policy of protection must be applied with discri- 
mination, and will outline the principles in accordance with which 
discrimination should in our opinion be applied. 


« 56. We have mentioned in Chapter I the longstanding and 

Strong feeling In faTouE insistent demand of the public for a 
of protection. revision of the tariff policy, and in the 

course of our tour, during which we beard evidence at nil tlio chief 
centres in India, we received abundant proof of the wide extent 
of that demand. Not only the industrialists, who might be 
expected to benefit directly from a policy of protection, but 
traders and other classes of the community whoso immediate 
interests might seem likely to suffer showed themselves prepondcra- 
tingly in favour of protection. The evidence which was placed 
before us on behalf of Indian States was also to the same effect. 
We found a general conviction that the interests of the country 
required a policy of protection, and in face of that a disincliQa- 
tion even to consider whether the indiyi^al would or would not 
injured. 
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57. This desire for a policy of protection hntf in many cases 
been strongly reinforced by a consideta- 
lia causes. India’s past. TraveUerB relate 

that before the advent of ICuropeans India was a country of 
great wealth. The riches of the courts of the lloghahs, the beauty 
and quality of certain of India’s manufactures, in particular of 
her cotton goods, and the lucrative trade that attracted western 
adventurers to tins country, arc matters of common knowledge. 
These Avriters, however, seldom glance at the economic conditions 
in which the great mass of the people lived. Patriotic Indians 
to-day looking round on the present condition of their country 
see that the old fame and relative importance of India’s manu- 
factures have diminished, whilst great masses of their country- 
men arc still poor and many arc insufficiently fed and clothed. 
Contrasting this state of affairs Avith the treasures of the -Moghah 
and the world reputation of the Dacca muslins and other Indian 
manufactures, and searching for the cause of this great change, 
many think that it is to be found in the policy of free trade, AvliicU 
they believe to have bccu imposed on India not in her oavh interests, 
but in the interests of the British manufacturers. Tlicy see that 
other countries such as Japan have developed tlicir manufactures 
to a remarkable degree under a system of protection, and they 
bclicvo'that Indians arc fully capable of doing the same. They 
think that, if India were nlloAved freedom to decide her policy in 
her OAA'n interests, she would regain her economic prosperity. 
The feeling that this path to riches is barred by au outside power, 
and the suspicion that that outside power is actuated by selfish 
motives tend to stimulate the belief in the great results that 
Avould accrue from the adoption ot a policy of protection. All 
these ideas are further reinforced by the new spirit of national 
pride, a spirit Avhicli in all eountrics tends to the encouragement 
of protectionist feeling by demanding so far as possible that the 
nation should manufacture what the nation uses. 


58. The protectionist feeling in India to which we have 
Example o! other referred is strengthened by a considera- 
comtne,. t!on o£ tUc tariff systems prcvailinc 

generally flirougliont the world and the relatively backward con 
dition of Indian industries under a policy of free trade Witl.' 
the exception of the United Kingdom all tbn ^ , 

nations of the world shelter their industries behind a proteoUve 
wall, and olamr to owe the,r prosperity the tariff proUctiln 
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which they enjoy. The pcnernl movement in Europe towrirds 
free trade, which appeared to be .setting in with the conclusion 
of the famous commercial treaty between England and Franco 
in I860) lasted only for a few years, and was followed by a strong 
reaction, never perhaps sti'onger than in recent years, towards 
protection. In 1879 Germany definitely adopted a policy of pro- 
tection, from which she has never departed, and_ under which she 
had made up to the outbreak of the war. astonishing industrial 
progress. In 1881 France turned her back on tho free trade tenden- 
cies which had never really met with popular approval. In 1899 
•Tapan, freed from the trammels of the treaty restrictions, utilised 
her autonomy to establish a protective tariff, which was consider- 
ably intensified in 1911. The United States, industrially one of 
the foremost countries in the world, has had ever since the time 
of the Civil "W^ar a very high protective tariff, and at the pre.sent 
moment appears to contemplate raising it still higher. The 
Eritiah Dominions too have without exception utilised the right 
of framing their tariff policies in their own interests to protect 
their industries by high dalles. 


59. India can thus point to numerous preeedents for the 

^ „ , , adoption of a policy of protection. Even 

Candmon* in EnjUno. . i j ^ ^ a 

in the case of England it may be noted 

that her industrial foundations, like those of all other countries, 
were laid under a System of high protection. The Lancashire 
cotton industry in its infancy was protected by an import duty 
which, according to the evidence of Professor Hamilton, stood for 
a number of years at about C5 per cent, ad valorem. The English 
textile manufactures were further protected by a legal prohibi- 
tion of the use of various competing foreign cloths. It 13 true 
that the great industrial development took place as the result 
of the mechanical inventions which revolutionised industry at 
the close of the 18th century, and that the part which the tariff 
bore.at this stage was insignificant. Nevertheless the fact remains 
that it was not until English industries had attained a marked 
pre-eminence that the tariff was felt to be a hindrance to industrial 
development, Jloreover the movement towards free trade was 
largely directed, in its earlier stages at any rate, by antagonism 
to the protection not of industrial, but of agricultural, interests. 


CO. The conditions in England for three quarters of a century 
liave been unlike those in most countries, and particularly unlike 
those in India. England’s economic life depends on the export 
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in the manner iihicli will yield the bcs.t economic rcbulls, ftjid it yjas — 
held that the free interplay of economic forces Mould Lest determine, 
the direction of the capital and labour of n country into those inUmU 
ties in Mhich it has a comparative advantatte o\er other countries. 
The second proposition M*as that the best economic results, both for. 
the M'orld as a M-holc and for individual countries, would be obtained 
by each country applying its capital and labour to those industries 
in M-hich it had the greatest comparative advantage, and then ex- 
changing- the products of those industries for articles which it was 
not able t(r produce cheaply itself. This is the principle of the 
international division of labour. 

63. Both these piopositions bare a priHta facie validity M-hioU’ is 

uot seriously contested. But they state 

TiiQir aaai‘<>«-u.oa«. tcudcucics may be 

oiorriddcn by special cireumslauccs. SVe arc thus led to an ex. 
aminatiou of the gcuorally recognised qualifications of these pro- 
positions. 

64. lu the first place there may clearly be eases in which the 
free interplay of economic forces w'lW not eccuro the best utilisation 
of the capital and labour resources of a country. In the compoti- 
tive struggle an luitial advantage may prove to be a permanent 
advantage. A fully developed industry in one couqtry may be able 
under conditions of unfettered competition to hinder the develop- 
meut of the same industry in another country possessing equal or 
even greater natural advantages. In these circumstances the latter 
country may never, or only after long delay, succeed in applying its 
labour and capital to the best advantage of which they aie capable, 
owing to the initial diflicultics in making a start. These consider- 
ations were stated many years ago with admirable lucidity by John 
Stuart ilill, who M-rote, “ The superiority of one couutrj' over 
another in a branch of production often arises only from having 
begun it sooner. There may be no inherent advantage on one part 
or disadvantage on the other, but only a present superiority of 
acquired skill and experience. A country which has this skill and 
crpcriaice yet to acquire may in other respects be better adapted to 
the production thau those which were earlier in the field.” 

63. The argument as stated above applies primarily to par- 
ticular.industrics which arc handicapped at the start by the competi- 
tion of fully developed rivals, and could he used irrespective of the 
stage of industrial development attained by the cougjtry in which 
the new industry finds itscU. But tlic argmneyt has bccu applied 
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'vllli foroi' ti) iiulvKttinUy new countries in competition wilt 

tlifino In >vhlt'li Imhintries Imw Ion{» I*ecii established. The classical 
‘'^ph'MsInn ol' tills atpuuuml js to bv* fomul in the s\orks of List, whose 
‘'I’linniiili' Iln’orlt'M luivo oxeroised such a profound iutlucncc on the 
pnlli'y of llii> jtrent protoelionKt oountrios. It is summed up by a 
liinilin'ii I'hiKlIrih eonuomist, I’rofcssor I'igou, svho, in dealing with 
Idhl'a nigmiu’ntM, writes ns follows : — 

*' Tlie nmln element of jmsluclivo power, svhoso development 
liiNolves i\ hmg jns^ee''S, H n population trained in the 
|(<>»ier«l «ttinH[»jtt‘r« of imhistrinl pursuits. If a county' 
is entirely nitrlenlturnl nml has no important class of 
mllhims or fnetory workers, the skill required for startins 
im,\ imitleulur hind of mill will be very difficult to get. 

’ Miihleiti. l«oemon nod workmen must first be either 
thiUo'd up ot biuuo ««r pisvim'd from abroad, and the 
pi ol\l»ili\eues'< uf I ho liusine'^ has not been suflieiently 
lesteil to gi\o ert\ut«h^ls eonfiiloneo in its sue- 
ein.s,'*’ h'ov 0 long tune, theit'feiv, it is improbable 
Hud mi) woiK> whieU he started will be able to com- 
pi'io uu I'quid teiuvs wuU established foreign rivals — and 
Hud lu I'pdo v\t the toot that the nulu*try in question 
Uui\ l>o lUo' iov whioh the eouutiy has grv'at natural ad- . 
^mdll^vs tin the othe\ hand, in a v'onniry wliich is 
idli.uit l-UiivK mdu'-tvi.d, the untud diffiewlty involved 
in t'lidHuit 0 tw'W tudustt,\ K bwv to he mueh slighter. 
|\U UilU'li h''\ tuwe is isqwussl to oht.uw ft\'»u among n 
juopie oh>-\d\ rt.eostomvsi to \mieties of Taotory 

WOll- h.uuH ».ip.ihle s\t w.ui^MWg iwi a new v.ariety of it. 
I'pHIuu tU mi tudii'tiiAl v'oiwiwuwd,'-, ^hv^se other im- 
h'dhldi I'i.'Uieidi ot piwdvv'twe iwsnmiMsl systems 

Id HidlH''"! ’did Id I'lwbh whioh, in mi .‘icricultural 
NUdSdSVi \\"d UwWV'v'Kws to Iv hwUt w\> before wmuu- 
t'SW he plN'iMhbU s^Ubbslush aw prs'snumbly 

uh> ulv ... l^M.l..U.^A *» 
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yet such a one-sided development, in virtue of its cfTcct on the 
national character and institutions nuBl't not be in the wider inter- 
ests of the country as a nliolc. Similarly considerations of national 
defence may set legitimate bouiuK to the extension of the principle 
of international division of labour. 

C7. So far we have imlicate<l what we take to be the cir- 
C.mimtocc. in which cumstnnec-i ill iiliich economic theory might 
protection 18 iuitifiatic. justify departures from the principle of 
free exchange of commodities between nations. It is admitted that 
in all such eases restrictions on free exchange involve some immediate 
economic loss. "We turn once more lo the economists for their 
verdict as to the circumstances in winch such loss may justiOably be 
incurred. In the passage already referred to John Stuart Mill 
says, “ The only ease in which, on incie principles of political eco- 
nomy, protecting duties can be defensible, is when they ore imposed 
temporarily (especially in a young and rising nation) in hopes of 
naturalising a foreign industiy*, in itself perfectly suitable 

to the circumstances of the country A protecting 

duty, continued for a reasonable time, .will sometimes be the least 
inconvenient mode in which the nation can lax itself for the support 
of such an experiment.” List expresses himself more emphatically, 
The nation must sacrifice and give up a measure of material pros- 
perity in order to gain culture, skill and powers of united produc- 
tion 5 it must sacrifice some present ad\'antagcs in order to insure to 
itself future ones.” There is one idea common to both writers — a 
present loss for a future gain. The gain we Jiavc already indicated. 
We now turn to consider what constitutes the loss. 

G8. The burden of protection arises finm the incrcaec in prices. 

Th. taricn Ol "bviou-; tliat nii import duty tends to 

Mitinj from lacrcased raise luc pricc not Only of tho imported 
article, but also of the competing locally 
produced article. Cases arc analysed by the economists in which 
for special reasons or for temporary periods the normal result does 
not follow, or follows only partially. But broadly speaking there, 
is no dispute as to the tendency of import duties to raise the prices 
of the articles taxed. Further, when import duties arc placed on 
a wide range of articles, there is a tendency for the general level 
of prices in the country to be raised ; the rise is not confined 
to the particular articles taxed. For this phenomenon there are 
various causes. In the first place the imp(/rt duties tend to check 
the volume of imports, with the result that a favourable balance 
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of trade is created. This favourable balance is settled mainly by 
the import of the precious metals, and so far as these find their 
way into the currency, thereby increasing' its amount, the general 
level of prices tends to rise. In India this argument must be 
applied with caution, for the precious metals when imported are 
largely used for other purposes, and comparatively small quantities 
are likely to go to swell the volume of the currency. A less 
theoretical argument is that the increased cost caused by import 
duties enters generally into the cost of production of all articles 
manufactured in the country and into the cost of transportation. 
Duties on cotton cloth or on sugar, for instance, may raise the 
cxpcodiUiro of the employees of an industry ; to meet such 
increased expenditure higher wages arc I’oquired ; higher wages 
mean higher cost of production, and this in turn means that the 
product I'cquires to be sold at a higher price. Instances wight 
easily bo multiplied. It way, wc think, be taken as the view 
accepted by econoilHsts that a general increase in import duties 
tends to produce a general rise in prices in a country, and not 
merely a rise in the price of imported articles and such locally 
produced articles as directly compete with them. 


(JO.'It is not our intention to suggest Hint the burden on the 
Qradaai dimiauHoa «f the consumer arising from protective duties is 
bard«n necessarily permanent. On the contrary, 

if the industries to he protected arc selected with duo discrimina* 
tion, the burden should gradually diminish and eventually cease 
altogether. But the process of diminution is not likely to be rapid, 
or to commence immediately. So Jong as foreign imports continue 
to enter in appreciable quantities, the price of the goods must in 
general be regulated by the price of the foreign imports, that is 
to say, the consumer will be paying the full foreign price plus the 
import duty. As the borne industry develops in efficiency and 
i educes its cost of iiroduelion, there will be at first no reduction in 
prices, but the decrease in the cost of production AviU merely go to 
• swell the profits of the home industry. This will lead to the more 
rapid development of the borne industry and will hasten the time 
when it is able to supply the home market almost in full As foreign 
imports dwindlo to small proportions, prices will become regulated 
more and more ty jnlornal competition, and the consumer wFll then 
bosm to derive the benefit from the increased efficiency of the loc“ 
industry, and may in ,he end obtain the goods as cheaply 1 i he 
were free to import them witliput a duty. If the iudurtry is one 
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for which the cnxintr,v pn«!‘!e‘?‘xe‘x mnrhod natural ndvnntnpcs, ho inaj* 
even obtain them more cheaply. 

70. We have indicated Ixotli (lie pre!?ent lo'is and the future 

. , „ , , itaiu whieh n iwlmy of protection xnipht in 

theonpn fo In'iinn mn-il- pcucral he expected to Iwinp. >\ e now 
come to the practical prohlcni, which is to 
’determine whether the eircum^xtanccs of India are such that a 
stimulation of her industrial development by means of protccti/e 
duMes will lirinp in the end a gain to the country as a whole 
preatex than the immediate loss. 

71. In Chapter IV we have sfatwl our opinion that the 

Cn.r.of <Ie\oIoi»nent of Inilio has not 

wftpincis mcntionpii by tho been coinmensnrnte with the size of the 
iniuntnaiCommiMion cowxtty, its population and its natural 
resonrees. In considering how these conditions can best he remedied 
it is necessary to attempt to diagnose the causes from which they have 
arisen. The Industrial Commission mentioned various factors ns 
having operated to retard industrial development, for instance the 
natural conservatism of the people, the inclllcicncy of labour, the 
absence of industrial and technical education, the lack of husinesa 
enterprise, the shyness of capital for new undertakings, and the want 
of proper organization for utilising such capital ns is available. 

72. Some of these factors might suggest the idea that Indians 
Ijwlurtnal nptitaJe in the '''ere lacking in certain qualities necessary 

for success in industrial pursuits, and that 
therefore one of the foundations for a profitable application of 
protection, namely a people fitted to make good use of it, was 
absent. We do not think tlmt this idea is supported by past 
experience. If wo t.nke history as a guide to the future, wo see 
that there have been times when the manufactures of the countr}’ 
attained a liigh degree of excellence and were well known beyond 
its borders. As the Industiial Commission explained, India was at 
one time famous “ for the high artistic skill of her craftsmen,” 
and it was not until the Indnstrial revolution of the 18th century 
that she began to fall behind in the industrial sphere and that in 
the words of the Industrial Commission ” the erroneous idea that 
tropical countries, with their naturally fertile lands and trying 
climate, were suited to the prodnetion of raw materials rather than 
to manufactures ” developed. TIic cotton manufactures of India 
which were exported in large quantities throughout Asia and 
■Europe, the skill in shipbuilding which was at one time freely 
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utilised by the East India Company, the ■workinjr oE iron ■which in 
the old days had been bronijht to a considerable pitch of excellence, 
the manufacture of steel SArord blades commanding a great repute* 
tion in foreign countries, the exports of silk textiles and sugar, all 
prove tbat Indians exhibited a natural aptitude for industrial work, 
and that the present relative baekAvardness in this respect should 
not be regarded as indicating any obstacle to a wide development 
of industries in the future. 

73. Further, the unevenness of development to which the 
Piffercneei. in nnttirai Industrial Commission drew attention' 

aphtade diminisWn?. appears to be duc in part to a striking 
difference in natural aptitude for industries, which can be traced 
in different communities in India. For centuries the people oE 
"Western India have shown n marked instinct for commerce ; 
and from commerce they have moved naturally to indnstries, so 
that at the present time they dhide with the European community 
the industrial leadership of India. But the people of Bengal, 
Madras and Burma have in general neglected industrial pursuits, 
and if industries have established themselves within their borders, 
have left their development to others. It would take us beyond our 
province to attempt to trace these tendencies to their origin, 
whether 5t mav be found in n fertile soil providing a livelihood in 
return for little labour, or in a social system which exalts the less 
material side of life, in economic conditions which produce a class 
of middlemen living parasitieally on the profits of the land, or in 
historical traditions which attract the most enterprising classes to 
administration. "^Tiatevcr the caAises of this neglect in the past, 
we feel that in many parts of the country a change has come over 
the spirit of the people, and that "what is lacking now is more often 
the opportunity than the wilL We think, therefore, that so far 
as the comparatively sIoav development of industries in India has 
been due to lack of natural aptitude or interest, this factor vrill 
become progressively of less importance, and that a time has come 
when India is prepared to take advantage of any stimulus applied 
to her indnstries. 

74. The question which we have to determine is whether the 
Industrial aereiopment te- “^nstrial development at which we aim 
quires to lie Btimniatea bj Can be attained without the stimulus of 
pro eo ire u let. protective duties, and if not. whether 

the advantage to the cotmtiy arising from this indnstrial develop- 
ment will outweigh the bnrden which protective duties Avill impose. 
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The Imlustj^ial Commission, whicli was deburrcil from cousidcrlnff 
questions of tariff polic>% made a number of important recom- 
mendations for the development of Indian industries, involving 
the abandonment of a loiMfs fairc policy. But %ve hold that these 
measures by themselves will not produce that marked impetus for 
which the time and conditions arc now ripe. Education can bo 
im'proved, banking facilities can be extended, technical assistance 
can be offered to industries, but what is maivdy wanted is a policy, 
that will inspire confidence and encourage enterprise, and we do 
not think that the recommendations of the Industrial Commission 
provide this. Professor Pigou at the close of the passage which 
we have already quoted draws the following weighty conclusion : 
“ From these considerations it follows that the case for Protection 
with a view to building up productive power is strong in any, 
agricultural country which seems to possess natural advantages 
for manufacturing. In such a country the immediate loss arising 
from the check to the exchange of native produce for foreign 
manufactures may well be outweighed by the gain from’ the 
greater rapidity with which the home manufacturing power is 
developed. The ‘ emtehes to teach the new manufactures to walk,’ 
as Colbert called protective duties, may teach them this so 
much earlier than they would have learnt it, if left to them- 
selves, that the cost of the crutches is more than repaid.” 
The words might almost have been written with direct reference 
to the conditions of India, and the case for protection in India can 
hardly he stated better. India is an agricultural country which 
possesses undoubted natural advantages for manufacturing. She 
produces an abundance of raw materials, she has an ample potential 
supply of cheap labour and adequate sources of power ; and the 
establishment of two great manufacturing industries shows that 
she is capable of turning these natural advantages to use. We 
have been told by many witnesses that the chief obstacle to a more 
rapid development of industries in India is a certain want of con- 
fidenee among the owners of capital. The practical protection 
afforded by the war had a stimulating effect on many Indian 
industries. But this protection, and such incidental protection as is 
yielded by high revenue duties, lacks the assurance of permanence, 
and fails to give the sense of security which arises from the 
deliberate adoption of a policy of protection. This point of view 
was perhaps expressed most clearly by Jlr. Sbakespear giving 
evidence on behalf of the Indian Sugar Producers’ Association. 

0 
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lie sisid. “ Mj* personal vic-.v is tliat it is tbe principle ol tbe tbing 
Tvliicli ^e, ns an industry, vrould like to see far more than aa 
aalnal dntv ol 33, 20 or 25 per cent. If the principle of protecUns 
tii* indtistrj’ i*? accepted, that is what “is gain" to be of vnloe to ns 
in dcvelopmq the hulusiry.** Again Captain E. V. Sassoon, one 
of the leading lloinhay industrialists, after stating that Indian 
capital was “ shy of anything new in the way of indnstrial 
enterprise ” said, “ what is wanted is confidence, and a policy of 
protection would help to secure that at once.” 

To. 3Vc have now shown that India will derive very great 

TLc rva I'Tot-foca wHl advantages from industrial dcrcloprocnt, 
ir.r?, that the conditions for n rapid advance are 

suitable, and that wilhont tlic stimulus of protective duties the 
advai^cc will not 1*5 sufficiently rapid. All these considerations 
lead tis to the conclusion that protection will bring a very material 
gain to the country. 

^7G. A further oon«ideraUon pointing to the same conclusion 
sI^:tyc*d«riTis.c*U;a ^ found in tie present tariff position 

wT«s5 9 troa ti* uris * ia India. ITc have referred in Chapter IT 
to the increa.sing proportion which customs revejine bears to the 
total Imperial revenues, and we have now to consider whether this 
tendency is likely to be permanent. "VTc received a considerable 
'amount of evidenoe regariUng the respective merits of direct and 
indirect tasaficn. We do not propose to recapitulate the well>worn 
arguments of the economists on this subject, but we are lx>und to 
take note of llie fact that the general sentiment of Indian witnesses 
was strongly opposetl to direct taxation, and that the collcsjtion of 
income-tax in India presents peculiar difficulties. Direct taxes in 
India are confined practically to income-tax and land revenue.- 
With the latter, which is a provincial receipt, we arc not concerned. 

. The income-tax rates have been raised largely since 30I3-1G, and the 
yield has risen from 3 to about 20 crores of rupees. High taxes on 
income are undonbteilly a handicap to industrial development, and 
there ore many who hold that the rat<s ruling at the present moment 
are distinctly too high for the interest.? of industries and the general 
prosperity of ilie country. The witnesses whom we examined on 
this point were almost unanimous in the opinion that direct taxation 
has reached its limit under present conditions, and in view of tie 
^aeral feeling in the country we do not think that anv material 
increase in this form of taxation is feasible. If, therefore, any 
further increase in tax.atio*; becomes necessary, it will have to take 
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the form of huliroct tnxation. If on the other hniul n decrease in 
taxation hcoamc po'^^ible, we think that it should take the form of n 
pari poMie reduction in direct nnd indirect taxation. -In view of 
these conclusions we cannot anticipate for many years to come any 
appreciable reduction in the revenue which it is necessary to derive 
from the customs. This means that import duties must continue 
high, nnd that, whether intended or not, protection will he given. 

77. But a liigh revenue laritT such as that now in force in 
In'''-’ oP'" '<> Sr'Pt objection. A revenue 
ablj leads to protoction. tariff based ou free trade principles is one 
that is imposed on goods that cannot he produced in the country ; 
or, if this condition cannot be obscived, it must be kept at a very 
low rate on goods produced in the country, or countcr^'ailing excises 
must be imposed, so that no protection is afforded to local industries. 
Until the year 1910 the Indian tariff might be said to have fulfilled 
these conditions. But since 1916 the tariff has hocome less and less 
consistent with purely free trade principles. It gives protection, 
but it gives it in the least convenient and tho least beneficial way. 
Tho protection is not calculated on the needs of tho industrj', nor 
does it carry any a'ssurance of a permanent policy. It is casual and 
haphazard. Moreover, it may actually impede industrial develop- 
ment by taxing raw materials and scmi-mannfnctnrcd articles. It 
appears to us therefore that the necessity for raising a large revenue 
from customs duties and the obvious inexpediency of ignoring the 
effect of those duties on the industries of the country must inevitably 
lead India to the adoption of a policy of protection, as they led 
Germany in 1879. 

78. "We turn now to the loss tliat must be set against the gain 
The loss pMt«etioa mil India from protection to which we have 

infolre. referred in paragraph 75. The most 

important item is the burden of increased prices that protective 
duties will impose ou the people. We have explained the nature of 
this burden in paragraph 68 .above, and we proceed to consider 
whether it will be so great as to outweigh the advantages which we 
anticipate from the adoption of a protective policy. 

79. As import duties have a tendency in some degree to extend 
The prohaW# burden on ^bcir influence beyond the particular com. 

the poorer oiasset. moditics on which they arc imposed, it is 
necessary to treat with caution the ailment that some article is not 
consumed by the poorer classw and that therefore a protective dnty 
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on it can do them no harm. A further limitation of this argument 
is to he found in the fact that there are frequently partial substi- 
tutes for imported articles, which are innnufacturcd and consumed 
locally, and that any cause which raises the price of the imported 
article raises the price also of the locallj’ produced substitutes. An 
obvious instance of such a case is seen in cotton cloth. Experience, 
as well as theoretical reasoning, shows that the price of Indian manu- 
factured cloth is influenced hy the price of imported cloth, even when 
the two classes arc not in direct competition. In estimating there- 
fore the extent to which the poorer classes will be affected hy pro- 
tection, it is not safe merely to ask what proportion of their income 
is spent on imported goods. "We have received various estimates on 
this point, and all agree that the actual qiiantitj* of imported goods 
purchased bj* the masses of India is small. But this is no final 
criterion of the degree to w’bieli protection will affect them, though 
there is no reason to suppose that, under the system we recommend, 
the indirect burden will be considerable. 

80. Theie are however two classes of the population whoso 
iitCTCsIs ns nifected by protection it is 
(0 on tha agTKTiitnml particularly important to consider, tlio 
classes} agricultural and middle classes. Agricul- 

tui*e is, and must remain, the foundation of the economic 
life of India, and this not merely because it furnishes the livell- 
liood of three-quarters of the population. Indian industries cannot 
flourish withoxit a prosperous Indian agriculture. Agriculture is 
largely the provider of the raw materials for industry, and the 
Indian agriculturist will olfer the main market for the products 
of Indian industries. Any form of iirotcetion therefore which 
would seriously affect the interests of agriculture would go far 
to defeat its own object. We have already e^^lained in what 
ways wc think that industrial development may be of advantage 
to hie agi’icultural community, in some cases through a sympathetic 
rise in wages, in others through the wages of industrial workei’s 
being made available for expenditurp in the villages, in others 
through a reduction in the number dependent on the produce 
of the land. But while a policy of protection of industries may not 
injure the agricultural wage earner, who may be able to secure a 
rise in W'ages equal to, and in some cases greater than, the rise in the 
cost of living, there can he little doubt that the agricultural producer 
the man tvlio eitler ivoiks the land himteU or employs hired labour’ 
must suffer to some csteiit. ProlecUon must mean to him a highef 
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cost of production, arisiuR porlly from (he Inphcr cost of the imple- 
ments that he uses, partly from (lie Iiiphcr wnRcs that he will have 
to pay and .partly from the general rise in the cost of living. As a 
set off against this higher cost of production it is probable that in 
(he neighbourhood of indtislria! centres (he demand for agricultural 
produce will raise (he price. Itiit in general one of two results scoins 
likely to follow. Hither (he agricultural producer will not receive 
for his produce an incrca''ed price nhich will fully compensate him’ 
for the increased cost of production, in vhich ease agricultural 
interests would suffer and there would he n tendency for marginal 
land to go out of cultivation ; or the price of agricultural produce 
will he raised generally to cover the increased cost of production with 
injurious effects on the mass of the population. Provided however 
protection is applied with dlsorirainntion, we do not tliink that the 
burden imposed, either on the agricultural producer or, tlirough a 
rise in the prices of agricultural produce, on the consumer in 
general, need be sufiicient to make us hesitate regarding the net 
advantages of the policy we recommend. 

81. TVith regard to the middle classes, by which we moan mainly 

,,, , the professional, clerical and petty trading 

(i ) on e mi o e awot. there is no doubt that they will be 

* more adversely alTectod than any others by a policy of protection. 
The middle classes have a certain standard of living which entails 
expenditure on imported goods. Their cost of living will undoubt- 
edly rise. The possibilities of equivalent, or at any rate timely, 
expansion in their incomes, however, are limited. It is probable 
therefore that for some period they will feel the effects of protection 
more than, any other class of the population. But in virtue of tiicir 
education they, more than other classes, are in a position to estimate • 
the value to the country as a whole of the developments which we 
believe our policy will produce, and so far ns we have been able to 
judge from those witnesses who have given evidence before us, the 
middle classes arc prepared to merge what might bo regarded ns 
their own immediate interests in the wider interests of the country. 

82. In estimating the burden of protection we have to anticipate 
ludiecnminato protection the arguments given in the next chapter, in 

not contemplated. wbich wc show that any type of indiscri- 
minate protection would entail a sacrifice out of proportion to the 
results. "We explain in that chapter the limitations that we propose 
with a view Vo restricting the immediate loss ns far as possible without 
Reducing the gain that is to be anticipated from protection. If 
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tlicso limitations are oliscrvcd, ■\re consider that the hnrderi will 
one which it is reasonable to ask the cowntry to bear in order to secure 
the pn'at benefits anticipated. 


SO. Before coinin" to onr final conclusion we must refer to 
Cctu™ <.1 r"'"’" "-hich arc jnlicrcat 

I'rotectioiv t.ikon into in any system of protection, namely, the 
Rfoonnt. enconraprins incQicient methods of 

production, tlie daiifror of political corruption and the possibility 
of combinations of mamifnetnrcrs. We have borne these points in 
mind in formnlntin" onr scheme of protection and in devising the 
constitution of the Tariff Boanl. "Wc explain in detail in Chapter VI 
to what extent we think these dangers will be mitigated by our 
proposals, and it is enough to say here that we do not consider 
them sufficiently serious to affect our main conclusion. • 


S4. M’c have now set forth, as impartially as possible, the ai^u- 

, . ments for and against the adoption of a 

The baisineo ex lulraatAire. .. » . . t- i. -r 

policy 01 protection m India. In Chap- 
ter IV we have shown the great benefits that will accrue to India 
from industrial development, and in the present chapter we have 
explained the necessity of the stimulus of protection to securo rapid 
progress in this direction. Wc have also sliown that the necessity of 
n high customs revenue is inevitably loading India towards 
protection. On the other side we have ^lown that tlic 
immediate loss to be apprebendod from protection, and the 
dangers inherent in it, will be mitigated by the sj-stem of 
discrimination which we recommend and by the constant 
supendsiou of our proposed Tariff Board. "Wo have carefully cou- 
siiieivd the weight of tlie arguments on both sides, and apart from 
* the strong Indian sentiment in favour of’ protection, to which we 
have referred above, we are satisfied, on economic grounds, that the 
temporai-y loss involved will be more tiian made good by the ultimate 
gain, and that the balance of advantage is heavily on the side of the 
reconmiendatiou made in the opexxing paragraph of this chapter 
im’c.. the adoption of a policy of protection to be applied willi discri- 
mination along the lines indicated in this report. 
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CHAPTER VI. 

Some Disadvantages of Protection and the Need for 
Discrimination. 

85. "We referred in tlic precedinfT cliRptcr to the disadvantages 
togcrol . 0 ^ 1 - inlicrcnt in any sclicmc of protection, ami 

tion. "Wc now propose to examine the extent to 

i\liicli they apply to the particular coiulitions of India. The most 
important of thc&c is tlie danger of fostering the growth of political 
corruption. The interests at stake in the determination of a rate 
of duty are freqiieutly large. In some countries important financial 
interests find it profitable to offer to legislators inducements which 
are not necessarily of an obvious or crude nature, or to spend money 
on getting their own nominees into the legislative bodies which have 
the deoUion of matters, vitally affecting their prospects. 'Wo are ol 
opinion, however, that conditions in India arc less favourable to 
puch developments than they are in many countries. The variety 
of the interests represented in the legislative bodies and the strength 
of the representation of the agricultural and landed classc.s make it 
improbable that the industrial point of view could secure undue 
prominence, while under the existing system of high revenue 
duties, which is open to the same dangers, there have 
been no traces in the Indian Legislature of any undesirable develop- 
ments of this nature. Moreover, wc think that the sj^stem which we 
propose, whereby the enquiry into the conditions of each industry 
will be conducted by an impartial body with the utmost publicity, 
and the conclusions arrived at .and the i-casons for them will be 
kno^ to the public when the case of the industry comes before the 
Legislature, will reduce the opportunities for political corruption to 
A minimum. 

86. lAnother undesirable feature which the history of protee- 
Combinatioos of maun* tionist countries diBclosos is the tendency 
fsoturers towards combinations of manufacturers for 

the purpose of exploiting the domestic consumer. A protectionist 
system certainly gives the opportunity for Undesirable forms of 
combination. In a free trade country no combination of manufac- 
turers is able to keep the price of a commoditj- above the world price 
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ir nil tlic innimructnreiN of ii jmrticulnr countiy nsrccd not to scU 
bdow Ji ccVtniu price Avliich 'was al>ovc lllu'^\orl^l j>rice, the only 
effect •would 1)0 that Ihcir home market Avould be captured by forcip 
nuimifncturcrs Belling nt the world price. The ease of protectionist 
countries is, however, different. Here we have n tariff wall, afTord* 
ing, when the foreign innmifncturer lias been partly or wholly 
excluded, a certain latitude of price to the home manufacturers. 
If the latter do not comhiuo, the home' price will bo regulated by the 
ordinary conditions of internal compcliliou. But by moans of com- 
Iiinntions it i« possible for the home uinmjfnclurers to keep tho price 
distinctly above the true competitive level without invitiiig foreign 
conpetilion. It is, we think, no nccurcnt that the two countries m 
which understandings, ngrccnioits or combinations of manufacturer? 
have been developed lo the Jiighesl point, najnely the TJnifcil States 
and Germany, are the two leading protectionist coinitrics of the 
••^orld. But ahould any such combiiinlions arise in India which 
appear to be to the detriment of the Indian consumer, nc do Jiot 
tinnk it would bo difTicult to find a remedy. Tho matter should bo 
itwestigated by tho Tariff Board which we ))roposo fhould ho cstnh* 
lished, atid if the Board reports that the combination is in effect 
injurious to tbo interests of the Iiulinn constimcr, and the Lcgisla* 
luro accepts tho view, the protection given to the industry could bo 
lowered or •withdrawn, or possibly special legislation could bo in* 
(roducod to deal with the matter. 

87. The third disndMintnge to nhich wo referred in Chapter V, 

lucffioiotitiHolhodeof vij., that of oncoumging inefficient methods 
rro.iiictk»n. of production will also to .some extent be 

mitigated by the supervision of the Tariff Board, but it will ho mainly 
obviated hy tho cxcitiso of di^e^^nunntion in the .selection of jndust* 
ric-s for iivotcction. Wo thcrcfon* iJi'ocred to elnboivate the reasons 
why in file previous elmj>tcr nc have advocated discrimination in the 
application of jirotoction, 

8B. The fundamental principle that guides us may he stated 
Tiiortlnciplo of ainenmi- ‘P'ifc Rhorfly. It is that tho temporary sac- 
ii.Uon rlfico, which even tho most successful pro- 

tection must entail, should he rcstriefnl to the minimum necessary 
to attain the object aimed nt. Tlie principle, when stated, is self- 
evident, hut -we lay slicss upmi it, portly because it sometimes 
cscapc.s attention, with the result that cntJiusiasm for the end makes 
it api.car that there is something csscntinllv desirable in tho moans • 
partly because our deeWou hi favour of protection is based on tho 
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view tliat the gain to the country will outweigh the Io««, and this 
win only be true pro^iflc(l no «nnccc«!sarj' or useless burdens aro 
imposed ; and partly because India, osving to the poverty o£ the mass 
o£ the people, is a country in which it is specially important that tho 
principle should be emphasised. Wo reject therefore all proposals 
which would found Indian piulcctioii on an imlLcrimiuatc high rate 
of duties. Any such system would protect industries unsuitable as 
well as suitable, and would impose on the consumer a burden in many 
cases wholly gratuitous. 

89. The burden on the consumer may bo viewed in two aspects, 

“‘ext “d the duration, and in both 
(0 restrict the nao of rr>ces I tile importance of discrimination in reduc- 
ing the burden to a minimum is clear. With regard to the extent of 
the burden, namely the rise in prices, we have already shown that the 
fewer the articles on which increased duties arc imposed, the smaller 
will be, not only the direct effect arising from the cost of these 
articles and their substitutes, but also the indirect cUcct through a 
rise in the general level of prices. We need not recapitulate tho 
importance to the great mass of the people and to the interests of 
agrienUure of restricting the- rise of prices to .'i minimum. This 
can only bo achieved by exercising a wise discrimination in tho 
Bclection of industries for protceUon. 

90. From the point of view of the duration of the burden also 
(u) curtail the period of it js clear that discrimination is of the first 

tho burden importance. If protection is extended to 

unsuitable industries, they will never reach the stage at which tho 
shield of protection can be discarded, and will remain a permanent 
bv.rden on tho community. Tho duration of the burden will also 
be extended if protection operates to prolong incfiicient methods of 
production. As an instance of this possibility we may refer to the 
views of the Indian Sugar Committee of 1920. After a detailed 
enquiry into the conditions of the sugar industry they came to the 
conclusion that, at the time at which they wrote, the degree of protec- 
lion, direct or indirect, enjoyed by the industry was sufficient, and 
they added : — ^“We fear that any increase in the duty might result 
in bolstering up an inefficient industry to the detriment of the con- 
sumer ; and that, secure behind a high protective wall, factories 
in India might make no effort to reach the standard of those, in 
other sugar producing countries, notably in Java, where the industry 
has been able to dispense with any protection, subsidy, or assistance 
from Government.” The importance of efficient methods was 

a 
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brought out in our csnminntion ot Mr, Shakcspcar at Ca\viipore. He 
said that it would he n greater advantage to the sugar industry to 
have a small cess on imported sugar devoted to carrying out the 
recommendations of the Sugar Committee than to have the assistance 
of a high protective duty. “We do not wish to express any opinion as 
to the need of the sugar industry' for protection under present con- 
dxtions. merely refer to the ease ns an illustration of one ot the 
factors which may operate to prolong the burden on the consumer 
and which emphasises the need for discrimination. 

91. Wlien we turn to the interests of industries themselves we 
(«.)eorv 6 th 0 bcBiiiitoroau arrive at the same conclusion, that protee- 

of luduBtries tioii must bc applied with discrimination. 

Tlicrc would be a ical danger to the industrial progress of the country 
if any attempt were made by high or indiscriminate protective 
duties to force the pace too rapidly. If unnecessarily high duties 
were imposed, a largo number of concerns would bc started ; there 
would bc u boom, followed by the inevitable sequence of over-produc- 
tion and oollnpsc. The development of industries would be pushed 
beyond the limit of what is economically safe, and the resultant 
collapse ^Yould shako that very copfidenoe of capital which it is one 
of the main objects of our recommendations to build up. Furtlicr, 
if protection were applied not only to an excessive extent, but in an 
indtscrimlnato manner, the tineconomic industries which would come 
into existence would be likely to unsettle labour in established 
industries, and to attract it from cconomio to uneconomic employ- 
ment. That the danger here indicated is not chimerical was 
demonstrated in more than one direction during the period of the 
war, when the reduction or cessation of impoi-ts created conditions 
annlogoxis to those produced by high protective duties. From 
another point of view the true interests of industries would he ill- 
scn*ed by a system of indiscriminate protection. India appears to 
bo favourably situated to develop an export trade in manufactured 
goods, but such a trade can hardly be developed unless the cost of 
living, and therefore the cost of production, remains comparatively 
low. 

92. The pi|obablc effect of protection on the balance of trade of ■ 
(tt) miniraiea the effect on India is not a subjcct on which it is safe 

the baUnoo of trade. to dogmatise. The immediate effect would 
naturally be to diminish imports, decreased demand following on 
increased cost. There will also be factors tending to a diminution of 
cxi>orts. • Any general rise in prices in India must discourage exports 
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by makmR tbcir cost to tbc foreign pnrebaser dearer, and apart ffotc 
any rise in internal prices a rednetion of imports will tend to raise 
esebange and thus to diminish exports. Again protection will lead 
to an increased local consumption of raw materials previously ex*, 
ported. On the" other hand there is the possibility that the develop- 
ment of Indian industries will produce an increased export of manu- 
factured articles. On the whole from a consideration of tlicso 
various tendencies it may be concluded that the immediate effect of 
protection will he romc diminution both in imports and exports, but 
it is impossible to say whether the balance of trade would'bc altered. 
The present currency system in India depends on the maintenance 
of a favourable balance of trade. The less disturbance there is in 
the import and export trade, the smaller is the danger of upsetting 
the balance, and thus we have one more argument for not embarking 
en indiscriminate protection. 

93. Our conclusions therefore arc that iu the interests of the 
(»r goiierally, and parliciilarlj- of 

ippMoi PFotfction with Aiv the m.isses of the people, in the interests of 
cninin»tQn. agriculture, In the interests of steady 

industrial progress, and for the molnlennnco of .a favourable 
balance of trade, the policy of protection which we. recommend 
should be applied with discrimination, so as to make the inevitable 
burden on the community as light as is consistent with the due 
development of industries, and to avoid abrupt distnrb.snces of 
indnstri.sl and commercial conditions. 
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CHAPTER Vn. 


OuUinw of tho Scaomc of Prolecdoa* 


?1. 'VTc I'-iTC pjvtn cur n'?.«ori« for rcccruuicsdir^g tho 

. cr a ct prcicetirn for Tr.dii 

for totdia~ iJiat that policy sh:cl^ 
Iv applica rrith discriralaatics. 
coTT oonr to a cosariptica of the catli^^s 
cf the ?ch^a:o cf prrtoetior. as tto eor.ocjTc it. hare to 5ta-t rrith 
the exiitlr-C cca'.V.tioas ?.s £a.l thera. These ccasist of a jreneral 
rate cf custctas urucs cf 15 r^r cert, ci ru.Vrfn -with crsercrs 
cseeptlors Voth ahore ar-1 heloir the pereral rate, the doxTstrar^ 
cseeptiors harirp their cripis rurally ir a cesirc to avoil isjrrirp 
the interest* cf irlrstries cr the cctr.r:r.r.i’.y ir cererah the rpxrari 
hxeepticrs arisisp fre— the tfe^ire to chtair. ftiilhic'r.al reresre. T^e 
5o ret eor/.espiite rrorhirp cr a dear slate cr draTcir^ rp ar*y 
theoretically sciertife tari* The larhT. we errtsjjre it, will be 
a e.'nhlratior cf rererre ard protceUre duties. The exist Ire tarrX 
will fom the basis ef the rererre firiies ard will beoow.e pre^res- 
sirely nedired as the duties cr partierlar corir.ioditit'^ are sr^^e^. 
sirely dstemirod cr. rreteetiorist rtireiples. Ever whea llijs pre-eess, 
hewerer. is ccraplete, there will reTsair a larr? ro^idunr'. cf purely 
rererre duties, ard these it shrrld be eper. to the Gorerr.raer.t to 
xary fren t:r:e to ti—'e cr purely rcrcure cx^rsideyatior^. Or the 
ether hard a duly that has beer fixed cr preteotiouM prtreiples 
should rot he Turied except sr aecerdaree with these priuoiph's. In 
pTuetiee we do =o* rr.tieipate that t>.^ i*rrortaut ci^tir.oti r :> IJhely 
to pice rise to auy serious ireorTeuieree. for r protective duty, so 
far as i; is cTectiv*, becouies cf less ard less iu:pc:^auce us .n raeaus 

Cd per cert, cf the to'al cr«toTU$ reeeip** w^.s li-'rirod fron duties 
cr fO''d. cnr.h ard tohaoeo. 19.4 per cert, frotr raw mterials ard 
rur.V luarufueturvu pools urd crly lu.' per cert, frorr firdshrd 


I: is pc'^ihlo 
? G:v-rr~;rt 


irueod that the xeoessities cf reveure juay 
f* put r h'uhor ir.;p''rt duty cu certaiu 
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protected goods than is rcqnircd for purposes of protection. We deal 
with such a contingency in a later chapter, when we recommend that 
any such escc«s revenue should he raised hr means of an excise 
'dnty plus an additional import duty. The additional duties 
would he purely for revenue purposes and would be dealt with' 
on strictly revenue principles. This particular contingency there- 
fore docs not affect tlie validity of our main principle that the 
tariff should consist partly of duties imposed on revenue considera- 
tions and partly of duties imposed on protectionist considera- 
tions, and that there should he no amhignity as to which set 
of considerations governs any particular duty. We may illustrate 
the position by tahing a hypothetical example. There is at 
present a revenue duty of 25 per cent, on refined sugar. The 
sugar manufacturers have .islccd for a protective duty of 33lper 
cent. We express no opinion ourselves on the merits of the 
case, but merely take it for purposes of illustration. It might 
be found that no protection was required. The duty would then 
be regulated simply in accordance with the revenue necessities 
of the Government. Or it might be found that protection of 33 J 
per cent, was necessary. In that case the duty would be raised to 
ihht level, and would not be lowered until it was decided that a 
lower rate of protection would suffice. Or it might bo found that 
the industry required protection at the rate of 15 per cent. only. 
In that case 15 per cent, would be fixed as the protective rate, and 
if the Government were forced to raise additional revenue from 
refined sugar, this would take the form of an excise duty plus an 
additional import duty, both being determined solely by the revenue 
necessities of the Government. 

9G. It will be obvious that the successful working of any such 
Tariff Btwni an intearai scheme of protection 03 WO contemplate 

pirt of ilia iciiemo. postulates the existence of a thoroughly 
competent and impartial organisation, or Tariff Board, which 
fhall make enquiries into the condition of industries and recom- 
mend whether protection should or should not be extended to them, 
and if extended, what the rate of protection should be. We received 
a considerable amount of evidence in the course of our tour from 
industries which put forward claims for protection, but we feel 
that we have not safficient material to enable ns to ccxme to any 
definite finding on such claims. The enquiries needed must be 
conducted by a smaller body, they must be much more detailed, 
and they must embrace -all aspects of the case and admit of 
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representations from nil interests affected. "We give in a Inter 
chapter our detailed proposals regarding the constitution and 
functions o! the Tariff Board. At this point -^c merely ^ish to 
mahe it clear that the existence of such' a Board is presupposed 
in all the details of our policy, and that whenever an industry 
wishes to establish a claim to protection, it must put its case hefore 
the Tariff Board. 

97. In dealing with all claims to protection the Tariff Board 
^ , .... X I should in the first instance satisfy itself 

■aiijfiedbyin-inrtriei before that the following three conditions are 
VfoteoHon can be yrantcl. f (ilfiUed •— 

(1) The indnstry must be one possessing natural advantages, 

such as an abundant supply of raw material, cheap 
power, a sufficient supply of labour, or a large home 
marhet. Snch advantages will he of different relative 
importance in different industries, but they should 
all ho weighed and their relative importance assessed. 
The successful industries of the world possess certain 
comparative advantages to which they owe their 
success. No industry which does not possess gome 
comparative advantages will he able to 'compete with 
them on equal ternis, and therefore the natural 
advantages possessed by an Indian industry should be 
analysed carefully, in order to* ensure as far as possible 
that no industry is protected which ^vill become a per- 
manent burden on the community. 

(2) The industry most be one which without the help of pro- 

tection either is not likely to develop at all or is not likely 
to develop so rapidly as is desirable in the interests 
of the country. This is an obvious corollary from the 
principles which have led ns to recoTamend protection. 
The main object of protection is either to develop 
industries which otherwise would not be developed or 
to develop them with greater rapidity. 

(3) The industry must be one which will eventually be able 

to face world competition without protection. In 
forming an estimate of the probabilities of this condition 
being fulfilled the natural advantages referred to in 
condition (I) will of course he considered carefullv. 
The importance of this condition is obvious The pro- 
tection we contemplate is a temporary protection to 
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be given to uidustrics which will cvcutunlly bo able to 
stand alone. 

98. There arc certain subsidiary conditions which, though not 

. , ns in the C.TSC of the three conditions stated 

AdJitJoMl f«tor8 Itfcng- , . i , . . j. 

thenic" R caio for protec* above essential elements m an oraiiiary 
claim for protection, should nevertheless 
be regarded as factors favourable to the grant of protection. It 
is evident that an industry in which the advantages of dargo scale 
production can he achieved, i.c., in which increasing output would 
mean increasing economy of production is, other things being equal, 
a particularly favourable subject for protection. Another class 
of industiy which should be regarded with a favourable eye ‘is 
that in which there is a probability that in course of time thc'wliolc 
needs of the country could be supplied by the home production. 
In the ease .of such an industry the burden on the consumer 
determines automatically. As soon as the foreign imports cease 
(0 come in, 'the price ceases to be regulated by the foreign price 
plus the import duty. It is regulated by the internal com* 
jietition ; and even though the duty may remain in the customs 
schedule, it becomes practically inoperative, and merely fi.xcs a 
maximum limit to the height to which home prices may rise — a 
limit which is never likely to come into citective operation tiuless 
the home producers form a monopolistic combine or the home 
industry passes through a period of exceptional distress. It docs 
Jot of course follow that, if an industry is never likely to supply 
more than a certain proportion of the country's requirements, it 
would not be a fit subject for protection. Provided that it fulfils 
condition (3) and is eventually able to face world competition with- 
out protection, it will be possible to take pff tbe protective duty 
without injury to the industry, and the burden on the consumer 
will be removed. But we cannot shut our eyes to the fact that 
in protectionist countries considerable difficulty is experienced in 
reducing and removing duties, even when they are no longer 
required, and it is probable that such an industry will impose on 
the whole a greater burden on the consumer than its conditions really 
require. i 


99. It is possible that the protection of some industry may affect 
Conflicia ©{.interest between iujuriously the interests of other industries. 

imiuBtnes "We received evidence at Calcutta for instance 

which appeared to place three interdependent industries in a relation 
of some autagoiiiEm, The manufacture of wood pulp from bamboo 
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iH just being etartcd in India. The manufacturers are apprehensive 
of the competition of imported wood pulp and asked for the im- 
position of a protective duty on. wood pulp. The Indian paper 
TnamifacturcrB, however, who use imported wood pulp and for 
whose bendfit it is at present admitted free of duty, naturally 
object to u proposal which would raise the cost of their raw 
inatcriul rind thcroCorc put them 'in a less favourable position to 
compete with imported paper. If it is suggested that' this difficulty 
might bo overcome by giving special compensatory protection 
to pajjcr, a third interest claims to bo heard, ond Indian printcre 
and publishers complain that if the cost of paper is raised they 
U’ill be Imndicappcd in competition with imported books which arc 
atlmitlt'd iu’o. In all .such ca.ses the most essential re»iijirL.incut is 
thill fho ulino.st puhliciC 3 ' M oiild be given to the enquiry of the Tatiif 
Hoard, w) that all intcrciU concerned may have full opportunity of 
representing their point of view. When the Tariff- Board is in 
possession of nil the facts, we can only suggest os a principle for its 
guidaneu that an industry should receive protection, even if it ad* 
verHcly affects the development of other industries, provided this 
results in a net economic advantage to the country. 

100. Wo have not found it possible to* lay down for the 
KI.,,. ot gii.itoco Of the Toriff Board any defiaile 

wliicif potcciion inny bo principles m regard to the stage of develop- 
incnt at which protection could most 
nserully he accorded to an industry. We consider that an industry 
might receive protection at any stage provided our condition (2) 
is fulUllcd, vi 3 ., that it is an industry whicli without the help of 
protection either is not likely to develop at all or is not likely to 
doveloi) so rapidly as is desirable. Condition (2) is naturally most 
likely to bo fulfilled in the case of industries which are relatively 
weak and undeveloped and are therefore temporarily unable to 
meet tlic competition of more highly developed foreign industries, 
or industries which are handicapped by the temporary necessity 
of importing expensive foreign labour or direction, or which suffer 
from labour which is inefficient, because untrained. These dis- 
advantages are most likely to be found in industries which are 
comparatively young, but an industry may also stand in need of 
protection ns a result of some temporary deterioration or atrophy, 
and even a strong and prosperous industrj* may derive great 
benefit by the rapid development of some new branch induced by- 
protection. A classic example of this is the extraordinary develop- 
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nient of the tin pinto indusirj* in the United Slntc*? under the 
influence of the duty imposed in 1690. 

101. But while wo feel Ihnt wt ennnot indiente with nny degree 
TuTiff TotNUcmnoi M & definiteness the stages at which tnrilT 
new protection Can best be applied to existing 
indoitrre*. industries, w'C consider that in the ease of 

new industries a more definite principle can be laid'down. If appli- 
cations for tariff assistance arc entertained on behalf of industries 
which liavc not yet come into existence, and the Tariff Board has to 
<'Ousitler not facta hut the anticipations of the promoters, it wilt 
ho a task of great difficulty to make a selection with any reasonable 
assurance of success. The danger of loss to the community by ex- 
tending tariff protection to such induatrlcs will he great. Jforcover, 
if protection is extended to an industry before it hos begun to 
produce, or while it ia producing a very small proportion of the 
needs of the country, a great and unncceasary burden will be imposed 
on the consumer. To protect hy import duties an indnsfrj' which 
supplies only one per cent, of the requirements of the country is 
an extravagance. Further, in the absence of any reliable data in 
regard to the cost of producti-n it wou^d be a matter of great 
d'ffleulty to determine a reasonable rate of protection. 

102. Not only in our view ave there strong objections ns a rule 
to granting tariff protection to new industries, but the grant of such 
protection is really unnecessary. We anticipate that the financial 
necessities of the Government will ensure the retention of a general 
level of revenue duties which will give a new industry ns much 
tariff assistance as it would require at the start. After the industry 
has developed to some extent and shown its possibilities, it might 
then approach the Tariff Board. If, however, any further State 
assistance appears to be required in the initial stages, we think that 
it should as a rule take the form of bounties or such other forms of 
assistance as are recommended by the Indian Industrial Commission. 
We do not mean to say that never under any circumstances should 
tariff protection he granted to a new industry, but we have no doubt 
that in ordinary cases other forms of assistance are far preferable. 
In short we endorse the policy advocated by the Hon’ble Lala 
TTnrkishen Lai, “ Nurse the baby, protect the child and free the 
adult. ” 

103. The most difficult task of the Tariff Board will be to deter- 

DctcrminaUonoftiio tnte mine tlic rate of protection required by 
protcebon, an industry. This roust be a matter of 
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judgment linsod on the fullest knowlcilgc of tlic facts. Tlic m 
proposed mv^at evidently 1)0 adequate to the purpose in viev:, and n: 
therefore depend in part on wliethcr the Uo.srd cniitcmplatcs mere 
the gradual estahlishment of the imlustrj' on pound linos or a per.' 
of rap'd dctclopment. In exceptional cases a higher rate 
protection, though imposing a greater hurdcu on the coiNumi 
i.my_ attain its object in a shorter lime, and may therefore pro 
to be u Muallcr total btirdcu than a low rate continued over 
long period- Cut this is a point which can only he determin 
witli reference to the conditions of each particular industry. 

304. In arriving at its decisio!! we should expect the Tat 
Board to take account of the relative cost of production in Int 
and in foreign countries, hut this factor in itself would not supi 
the answer to the proper rate of protection, for a high cost 
production in India may be due in part to immediately remedial 
causes, and it would be most inexpedient to recommend a n 
which might stereotype inefficiency. The relative cost of pi 
duction will also bo some guide to the Board ns to whether 
industry fulfds the primary conditions laid down fop protectii 
If the difTcrenee in cost of production in India and other coimtr 
is large, there is a prima facie presumption that India docs r 
possess the necessary natural advantages for the industry. 

105. The question of locality may give rise to some dilTIci 
ComUerallonoffliclooi.- pi'oMoms. It may Imppcil that the 

tioa of indnatries. an industry to a particular rate of prot( 
Lion is based in part on diflicultics arising from unsuitable locatie 
Such considerations «»lionl<l not be allowed to i))cvcasc the rate 
protection. An initial mistake of the industrialist .should not : 
perpetuated at the cost of tlic community ; nor would protect!' 
in such a case be of any .advantage to the particular industrinli* 
Under the shelter of the protection given new concerns won 
set up in more favourable localities, and in the ensuing competitic 
the original concern would be unable to survive. Difliculties mj 
arise, however, not from any mistakes in location, but simply in eo. 
sequence of the great distances in India. An industry may 1 
located in a most suitable position. It may however be at such 
distance from certain parts of the country adjoining the seaboai 
that it is tinable to compete in those parts svith goods importe 
by Cases of this nature will no doubt be taken into conside 
ntion by the Tariil Board, but it' would not in our opinion b 
nglit to endeavour to secure for an industry such protection a 
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Will enalilc il to coiiipele in every possible market in Iiulin, if 
tbih involves {livin}' prolection appreciably higher than is reipiircn 
for the success of the imlustry in the greater part of the country. 

1G6. Hitherto u*e hn\c dealt merclj' With the general principles 
, , , -vhich slionhl l)e applied in the grant of 

In^nslncs cesenliii tof . i . *1 . . t> . • 

iwUonaHetcnce or of »r«Ul protection to Miitahlc nulustncs. But in 
military Taine. discussing the theoretical groundwork of 

protection we pointed out that the principle of international 
division of labour may be limited by considerations of national 
defence, in other words that there may he industries the protection 
of which cannot ho justified on an ordm.uy economic basis, but 
which yet may require protection on the broad ground of national 
safety. The Great War has brought these considcratious into 
prominence ; they can iiardly be overlooked by a generation which 
has seen for itself the wide area of the material foundations 
on. which success hi wav is built up. Indeed there is some 
danger that this factor may receive exaggerated emphasis. It is 
hardly possible for any country to be completely self-contained in 
all the requisites for modern unrfarc. The c.xtcnt to uliich Indm 
should endeavour to make herself iiulcpeiulcnt of outside resourcts 
musl he governed by practical considerations. Nevertheless wo linvo 
no hesitation iu afiirmiiig the principle that any industry which 
is essential for purposes of national defence, and for which the 
conditions in India arc not unfavourablo, should, if necessary, ho 
adequately protected, irrespective of the general conditions svhich 
we have laid down for the protection of industries. 

107. The selection of the particular industries which might be 
held to come under the above definition is primarily a matter for the 
militarj’ authorities. There arc, however, a number of industiies 
which, though of militarj' importance, can liardly be described 
as essential for purposes of national defence. In such eases 
the military value of the industry must he balanced against the 
economic cost of maintaining it, and the final decision must 
be based on a sense of proportion. We have had the advantage 
of studying a note prepared bj’ the Director General of Ordnance- 
dealing with the militarj' value of certain industries, and we 
think that the following dcscrs’e special consideration- In the 
fust place there is the steel and non industry. There can he no 
question of its importance for jmrposcs of national defence, and 
there appear to he no natural obstacles to its development in 
India. In this connection we must draw attention to the different 
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conditions which prevail' in the iron and the steel industries. 
The evidence which we have heard suggests that Indian pig iron 
c?u hold its own without any protection. Steel production on llic 
other hand involves highly technical processes, which until Indian 
laboi.r is fully trained entail the importation of expensive forc'gn 
labour. At the same time foreign competition in steel is very 
severe. Wo think therefore that the (lucstion of extending 
protection to the manufacture of steel should be oue of the first 
subjects for enquiry by the Tariff Board. Otlicr commodities which 
appear to us to be of sufficient military value to warrant special 
consideration arc leather and leather goods, copper, zinc, sulphur, 
ammonia, refined glycerine, mineral jelly (vaseline) and rubber 
goods.' We must not be understood to say definitely that the pro- 
duction of any of these articles requires Government absistance, 
or that if Government assistance is required it should iiccessarilj 
take the form of protective duties. On the contrary, in the ease of 
such industries assistance by means of bounties or other devices 
of this nature may be found suitable either in lieu of tariff protec- 
tion or in addition to it. Our recommendations also must be under- 
stood as applying only, to articles the manufacture of which hj 
private enterprise is desirable. Cordite for instance would always 
be manufactured by Government, and no question of protection oi 
assistance would arise. 

108. There is another class of industries to which special 

Treatment of baelo considerations apply. These are wha1 

induetrice may be called basic industries, by which 

we mean industries of which the products arc utilised as raw 
materials by numerous other industries in India. From one point 
of view the protection of such industries ■ may be regarded as un- 
desirable, seeing that the effect of protection will bo to raise 
the cost of the raw material of a number of Indian industries. 
For this reason it may often be found that the best way of 
assisting a basic industry is by a bounty rather than by a pro- 
tective duty. In any case the development of certain basic 
industries may be in the interests of the country generally either 
because, like the iron and steel industry, they will stimulate the 
establishment of other industries dependent on them, or because 
like some of those industries which have been classed as “ key 
industries ” under the British Safeguarding of Industries Act 
their products arc of such importance that any interference with 
the supply, such as might arise from a cessation of imports, would 
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bring other industries to stanclslill. Our gcncrnl view h that tliO 
decision whether protection should be given to basic iiulustrica 
should rest rather on considerations of iialiunal economics than on 
the economics of Oie particular imlustrj*. In addition to iron and 
steel, certain chemicals and minerals and lubricating oils might 
be regarded as basic industries. 

109. The supply of mnchincrj* at the chcni>cst possible cost has 
, long been regarded in India as an cs-'cntial 

Treatment of macHnery. industrial progress, and from 

1894 when the customs duties wore reimposed until J91C industrial 
machmery was admitted free of duly. In 191G tv duty of 2t per cent, 
was imposed on industrial maclimerj' other than that for cottoii 
spinning and weaving mills, and in 1921 the same rate was imposed 
on this latter class. The treatment of macliincry raises problems 
very similar to those V’hich arise in the ease of basic industries. For 
the development of industries in general the free intport of machinery 
is evidently desirable. On the other hand there arc obvious ad- 
vantages in the oncouragcniont of the mannfactiirc of machinery 
in India. But this encouragement should not ns a rule be given by 
import duties. These must tend to injure the general industries of 
the country by raising the cost of one of the prime constituents of 
production. Our conelusion therefore is that wlien a case is made out 
for the encouragement of the manufacture of mnchijiory in Indini 
such encouragement should be given by means of bounties. We admit 
that there may be exceptions to such a rule. For instance, jute 
being a monopoly of India, it is possible that the jute manufacturing 
industry might be able to bear an import duty on its machinery, with 
a view to develop the manufacture of this machinery in India. 

110. As we have hud down the principle tliat, in order to avoid 
injuring industrial development, import duties should not bo laid 
on machinery to encourage its manufacture in India, it follows that 
we cannot approve the principle of taxing machinery for purposes 
of revenue. We fully realise the financial difficulties of the Govern- 
ment of India, which led to tlic imposition of a-duty on machinery, 
and we admit that the present duty of 2J per cent, does comparatively 
little harm. But we feel bound to express our definite view that a 
revenue duty on machinery is undesirable in the present slate of 
the country’s development, and that the existing duty of 2^ per 
cent, should bo abolished as early as possible. 

111. In discussing machinery we have had in view mainly such 
Mwiinery wotted by nuwwuit machinery as is needed for the development 

or Bnimai power. of up-to-date industries and for the improve- 
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meiit of ngrieiilture niid dairyitifr, tlie.se Ijcijijr tbc cla.sses of inacliincry 
•W’liich have hitherlo received special ti'catnieiit. Jlachiiier}' on the 
Other hand (with the exeeiitioii ot a^ricultiiral and dauyin',' imple- 
ments) whieh is worked by manual or nniinal power is liable to duty 
at 15 per cent, ad valorcui, and the nucstion arises '\\hethcr this dib- 
tiuction is a proper one. AVe uiidcistand that the principle 
underiyini' the di.stinetion is that power machinery is purchased 
nut of capital wliich it is undesirable to tax. AVliilc endorsing 
tliis princijde we think that it should also he applied to small 
scale industiie.s, aud that the concession bUould lie extended to 
all machinery, even wlieu worked by manual or animal power, 
which is used for industrial jmrposcs. If for instance the import 
of handlooms fice of duty were a iivattcr of significance to the 
handloom indusliy, we consider that the fact that the loom is 
worked by hand sliould not stand in the way of the concession 
being granted. AVc do not however consider that any special 
trcatnient need he accorded to machines wliich arc mere labour- 
saving devices, such as type-writois and sewing machines, 

112. AVc received In Bombay a widely signed representation 
EluctncUtansminion *''« in'ii'cil'nl tiscis niid suppliers o£ 

Rosv, clectucal appai'alus, ^s;hich drew attention 

to certain disadvant<»ges under which the electrical industry was 
Rufforing in regard to customs treatment. Tlie main complaint was 
that transmission gear was charged at the general tariff rate instead 
of nt 2) per cent.,, and that in consequence electrical supply was 
placed at a dUadvnntage in comjiarison with steam or gas supply, 
in which the tran.sraission system is much less elaborate. AVe 
iccognise that the present rides do in fact involve some discri- 
mination against electric supply, which is undesirable, and Ave 
recommend that, if a definition of such transmission gear can be 
devised which is’ not based on the purpose for Avhich the articles 
arc required, the benefit of the favourable imte shoidd he extended 
to such transmission gear. AVc are however much impressed with 
the practical difficulties which arise m attempting to administer 
a customs definition based on the purpose for Avhich an article is 
to he us'cd, and our recommendation is conditional on the possibility 
of a satisfactory dcDnitiou being framed which will not introduce 
considerations of this nature. AVo-wish to make it quite clear that 
our recommendation applies only to transmission gear, and not to 
elcetrii-al nppaialiis generally, which W'c do not consider is entitled 
to any special treatment. 
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lin. Kaw inafoiials roquirod for Indian iiulnsirics slinnld ordi** 
iinrily bp ndmiltod frcp of duty, Ily ra\r 

nawmtorinN. innlpriaN wp moan matorials wbioli liavc 
not undcrponp nioro Ibnn tbp nmst rlpmontary trpolinpnt, such ns 
pinned cotton, wool tops or raw rubber. Tliis is. an obvious princi- 
ple of pcneral acceptance in ])rolcctionist countries, but its appli- 
cation wilbinvolve fomc cbaiipcs in (be cxistinp Imlinji tarifT. I’or 
instance \vc have bad many complaintK reparditip the import duty 
on sulphur, •wbieli is a raw material for many industries, niul tbo 
Tata Oil Jlills Company Iiavc eomplaincd that tiieir industr)' of 
extractinp oil from copra in Southern India is haiullcapi>cd by the . 
import duty on copra. In both these cases theie appear to be pood 
reasons on ordinary protectionist piinciplcs for removinp the duty. 
There may of course be instances in wbicli it is found necessary to 
protect by an import duty the production of some raw material in 
India, but such cases should be comparatis'ely tare, sccinp that rasr 
materials are in penoral bulky in proportion to Ibeir vahie, and there- 
foie enjoj’ a considerable measure of natural protection. It is true 
that in many countries apricnltiirnl produce receives protection, but 
fortunately this problem has not yet arisen in In<lia, and the posi- 
tion is thcrefovo prcatly simplified. In this connection sve note 
that there Ls an import duty of 2\ per cent, on food grains. This 
duty was imposed in IfilC and appears to ns to servo no useful 
purpose In noimal times the import of fond prains into India is 
neplipihlc • in times of scarcity, when prain is imported in apprcci-* 
able quantities, the duty is suspended by executive order. It has 
been in suspense now since rTannary 1921. AVo also notice that oil- 
i-eod^ arc subject to the pcneral rate of duty of 15 per cent. We 
would snppest tiiat tins duly also inipht be removed, in accordance 
with our pcneral principle that when no duty is required for pro- 
tective purposes tlic raw m.iteri.ils used t»y any industry in India 
should be left fioe Diflicnlties arise only when there is a question 
of pivinp protection to the raw material. For instance there might 
be some doubt as to whether silk worm cocoons should be admitted 
free in the interests of the silk weaving industry or should be 
protected in the interests of the silk worm rearers. 

114. There is one important commodity, which may be regarded 
^ j as the law material of nearly all industries, 

.and which requires special mention. An 
abundant and cheap supply of coal is the foundation of future in- 
dustrial piogress in India for, though water power provides an alter- 
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nativr, it i*? limitoil to certain localities owinjj to the impossihilUy o£ 
transmittin" electric power over preat ilLstance*?. Coal is ttndcr our 
definition n basic indtistry, and one the development of which is of the 
preatest importance to industries in pencral. There arc proat de- 
posits of coal htiU unworke<l in India, for the development of which 
capital is rrfpiirod ; hut capital will not be forthcominp until tli6 
coal industry is placed on a more profilnhlc basis. It may he argued 
therefore tliat assistance to the coal industry {>honld he pivon in tlic 
pencral interests of tlic industries of India, and lliat for. this purpose 
a protective duty slionhl he imposed. A revcntic duty of 8 annas 
a ton has lieen in force since 191G, and the Indian Mininp Federation, 
('ah'tiila. f,np"«'.sted that tins rimuld l>c raided to Its. 5 a ton. This is 
ho\\i'\er, <>r.o of tllo^o cases in which we arc convinced that (he pro- 
tection of the basic industry or raw maleri.al would not he to the ad- 
vantape of the country as a whole. Cheap coal n essential to indus- 
tries and wo are not prepared to recommend any measures which will 
make coal dearer, ^Iorcove^ tlierc is rca.'on to believe that the co.il 
induslty is sutTorinp froni a special an<l temporniy dis.ahility. It is 
notorious that tlm railway facilities for handling co.al have become 
entirely inadequate. This sen'os to restrict the market, and also to 
deprc*s the pri'’'' for that iKirtion of the market, rfs., railway eem- 
panies themselves, to which there is a e'crtalnty of being able to make 
delivciy. h.ave no doubt that these conditions have re.scted most 
unfavonrahly on the coal industry, tliat till they are removed no 
'measure of protection would hrinp prosperity, and that when they 
are removed the industry will nee<l no protection. Tim cure there- 
fore lies in n r.apid development of railway fneilities, ns n result of 
which we holjeve that output will he increased and a more favourable 
ponernl level of prices will he ohtainrd, thouph the price of coal to 
industries nmy actually fall. Our pencral eoncluiion is that on 
principle there should lie no import duty on co.al, and we recom- 
mend that the present duty of 8 annas per ton he removed at the 
earliest opportunity. 

n.". In the case of partly manufactured poods the problems of 

- , , conflicting intcrc-sls are more likelv to arise 

rartiyr»n'>U'‘tnr<^lpooh. . .T . . . • , 

timn in the case of primarj' r.aw materials. 
The fiuul.uaei't.al dlflicully is tlmt a duty imposed on partly mamifee.- 
tured goods has to lie carried on to a greater or less extent into the 
duly imposed on any finished articles into whose compnsition-they 
enter. If for instance the finishccl article in itself requires a pro- 
tective duty of per cent., and if a daty is imposed on any materials 
which arc used in making the finished article, then the duty of Ifi 
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per cent, will liave to be increased to compensate for tlic nddilionfll 
cost of innnnriieturc caused by the taxation of the partly fiiiishcd 
goods. It follows therefore that (he ideal, from the point of view of 
the ficatniciil wf the finished good.*?, would be to leave the partly 
finished goods free- But it may often happen that the partly finished 
goods also require protection,' or possibly the partly finished goods, 
may icquire prolcclion and the finishcil goods may not. A ease in 
which some adjustment of this nature seems to be called for is that <>I 
printing ink, on which there is a duty of 2] per cent., while the raw 
maierials from which it is manufactured in India pay a duty of 15 per 
cent. The existing tarilT rates clearly operate to the disadvantage of 
this Indian industry. The whole question is essentially a practical 
one, and no definite principle can be laid down. The Tariff Board 
may sometimes have to decide w'hich stage of on industry offers 
the best immediate results, and to give (be necessary protection 
to that stage, either following out the results of that protection 
and giving whatever consequential protection may bo necessary 
to other stages or deciding that the development of the other 
stages is not a matter of immediate practical politics. These coii* 
siderations bring out clearly the dillIcultie-> of dealing with basic 
industries by moans of import duties. wVn import duty on a basic 
industry may involve compensatory duties being placed on a 
number of products which in themselves may require no pro* 
tection. In such eases, as we have stated already, the better way 
may be to assist industries by bounties. 

116. From our general remarks it will be clear that in our view 
_ , , revenue duties should not be imposed on 

e a y on cotton yarn, manufactured articles deatiued to be 

worked up further in India, unless o reference is made to thg 
Tariff Board in regard to the probable effect of such duties on the 
industries concerned. While we have been sitting however a duty 
of this nature has been imposed on cotton yarn, and we therefore 
think it desirable to make a special reference to it. In the early 
days of the Indian tariff cotton yarn was subject to a low duty 
which at the time of the general abolition of the customs duties 
stood at 3J per cent. When in 1894 the cotton duties were 
rcimposed it was at first decided that the excise duty to countervail 
the import duties sliould be imposed on yarn and not on piece-goods ; 
and accordingly in that year an import duty and an excise both at 
the rate of 5 per cent, were placed on cotton yarn. This system 
gave way in 1896 to an excise duty on cotton cloth ; and it was 
decided that, as the Indian finished product was to be taxed, the raw 
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material, namely yarn, sbonid be freed both from excise and from 
import duty. Accordingly from 1896 until the current year the 
import of cotton yarn has been free of duty. In the course of our 
tour ^vc received a certain amount of evidence in regard to the 
principle of a duty ou cotton yarn, some witnesses advocating it 
as a measure of protection to the Indian spinning industry, while 
others pointed out the ill effects which they anticipated any such 
duty would produce on the handloom industry. In the current 
year’s budget, liowcvcr, the Government of India, impelled by the 
necessities of the financial situation, proposed the imposition of a 
duty at the rate of 5 per cent, tul valorem on imported cotton 
yarn. The proposal was accepted and passed by the Legislatap. 
AVc feel that wo are not in a position to pronounce any definite 
opinion regarding the propriety of this duty. But we reco'mmcnd 
strongly that in view of the fact that the duty has been Imposed 
without, as far as we arc aware, any detailed enquiry into its 
])ossible effects ou the interests concerned, and that in accordance 
>cith our general principle no duty should .be imposed on a 
partly manufactured article like cotton yarn until the effect has 
been carefully analysed by the Tariff Board, the question of the 
continuauce of the duty on cotton yarn should be referred at an 
early date for investigation and report by the Tariff Board. The 
erddcnce M'hich we leccivcd /rom those interested in the maintenance 
of the handloom industry was that the great bulk of imported yarn 
is consumed by the haudlooms, that the rise in the cost of the cloth 
which would result from a duly on yai-n was likely to affect the 
demand for the product of the liandlooiup and that it was even 
piobable that' the handloom weavers, owing to their ill-organised 
condition, might not be able to pass on the whole of the duty by 
raising the price of their cloth, and that therefore the duty would to 
some extent have to be paid directly out of their own pockets. 
This, it was felt, would constitute n heavy biu'den on a poor class 
with small resources. It was further urged that in the coarser 
qualities of goods the handloom weaver is in direct competition 
with the Indian power- looms, and that a duty on yarn would con- 
fer a clear advantage oil the power looms. The weaving mills 
for the most part obtain their yam from their own spinning depart- 
ments^ and consequently the cost of the yarn which they use will not 
be affected by the import duty. The handloom weavers on the other 
hand, having to purchase yam in the market, will undoubtedly have 
to pay a price which takes into account the import duty, whether they 
purchase imported or Indian made yarn. The Tariff Board will 
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have to examine the valicllfy of these contentions end nlso the 
question vrhcllicr any duty on cotton yarn is required for pro- 
tective purposes, for though the present duly has been impo-ed 
hy the Government purely in order to raise revenue, the ndvocates 
of the duty regard it with satisfaction ns a measure of protection. 

117. ■\Vc have now stated generally the principles in accord.incc 
with which we hold that protective duties 
* 0 *f uuiv bc imposed. But ibe function of the 
PK)t«tion. .»>>«» Stale is not completed when n duty has 

cTiBi* netji ju* I r t. imposcd. If protection follow.s the 

lines which we contemplate, most of the protected industries will 
after a longer or shorter period he in n position to dispense with 
protection altogether, or at any rate to maintain themselves with a 
considerably reduced me.asnre of assistance. No one who has studi- 
ed the history of protectionist coimtric.s can he blind to the fact that 
it is far easier to impose a protective duty than to reduce or abolish 
it. As an industry grows economically, its political mflucnce nlso 
grows, and it is in a position to exert considerable pressure on the 
body that has the power to modify the duty. It may be accepted ns 
the general experience that protective duties are continued for too 
long a period and at umiecessanly high rates. It is true that, 
under a system of protection, when the local producers are in a 
position to supply the entire local demand and are as efficient os 
their foreign rivals, the protective duty becomes Jargely, if not 
altogether, inoperative. But this condition may mot arise for 
many years, and in tJie case of some industries may never arise. We 
have to consider therefore what measures can be taken by the State 
to regulate, and when they have fulfilled their function to remove, 
jn’otectivc duties. Some witnesses, realising the difficulty of reduc- 
ing or abolishing a duty in opposition to the vested interests which 
arc hkely to grow up, 6ugge«ite<\ that when a protective duty is im- 
posed it should be imposed only for a definite period, at the end 
of which it should automatically cease. We fear that a scheme of 
this kind would be too drastic. It is not possible for legislators to 
foresee the future conditions of an industry. If, for instance, a 
time limit of 15 years were placed on the protection given to a 
particular iudnstry, it might happen that within the period of 35 
years new conditions arising might make the protection of the 
industry ns essential at the end of the period ns at the beginning. 
Protection in such a case would inevitahlj* he extended. But a 
time limit which was not always observed would, soon lose all its 
effectiveness. To avoid such a contingency the Government would ho 
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tnateriul, namely yarn, sliould be freed both from excise and from 
import duty. Accordingly from 1896 until the current year tbe 
import of cotton j’arn has been free of duty. In the course of our 
tour we received a certain amount of evidence in regard to the 
principle of a duty on cotton yarn, some ^vitncsses advocating it 
as a measure of protection to the Ihdian spinning industry, while 
others pointed out the ill effects which they anticipated any such 
duty would produce on the liandloom industrj’. In the current 
year’s budget, however, the Government of India, impelled by the 
necessities of the financial situation, proposed the imposition of a 
duty at the rate of 5 per cent, ad valoron on imported cotton 
varn. The proposal ivas accepted and passed by the Legislature. 
AVe feel that wo are not iu a position to pronounce any definite 
opinion regarding the propriety of this duty. But we recommend 
sti'ongly that in. view of the fact that the duty has been imposed 
without, as far as we are aware, any detailed enquiry into its 
possible effects on the interests concerned, and that in accordance 
with our general principle no duty should .be imposed on a 
paitly manufactured article like cotton yarn until the effect has 
been carefully analysed by the Tariff Board, the question of the 
continuance of the duty on cotton yarn should be referred at an 
early date for investigation and report by the Tariff Board. The 
eridence which we icceivcd from those interested in the maintenance 
of the haudloom industry was that the great bulk of imported yarn 
is consumed by the handlooms, that the rise in the cost of the cloth 
•which ivould result from a duty on yarn was likely to affect the 
demand for the product of the handloom, and that it was even 
probable that the handloom -weavers, owing to their ill'Orgatdsed 
condition, might not be able to pass on the whole of the duty by 
raising the price of their cloth, and that therefore the duty would to 
some extent have to be paid directly out of their own pockets. 
This, it was felt, would constitute a heavy burden on a poor class 
with small resources. It was further urged that in the coarser 
qualities of goods the handloom weaver is in direct competition 
with the Indian power- looms, and that a duty on yarn would con- 
fer a clear advantage oU the power looms. The weaving mills 
for the most part obtain their yarn from their own spinning depart- 
ments^ aud consequently the cost of the yam which they use will not 
be affected by the import duty. The handloom weavers on the other 
hand, having to ptirchase yam in the market, will undoubtedly have 
to pay a price which takes into account the import duty, whether they 
purchase imported or Indian made yarn. The Tariff Board will 
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have to examine the validity of these contentions and also the 
question whether any duty on cotton yam ia rcqtiirod for pro- 
tcctivc purposes, for though the present duty has been imposed 
by the Government purely in order to raise rc\ejine, the advocates 
of the duty regard it with satisfaction as a measure of proleetion. 

117. "We have now stated generally the principles in accordance 
. with which we hold that protective duties 

tJo^on'o^wuhli^^l *of »Jay he imposed. But the fimction of the 
protMtion. wh«a the cJr- State is nol completed when n duty has 
bocu imposed. If protection follows the 
lines which wo contemplate, most of the protected industries will 
after a longer or shorter period he in a position to dispense with 
protection altogether, or at any rale to mnmtaiu themselves with a 
considerably reduced measure of assistance. No one who has studi- 
ed the history of protectionist countries can he Mind to the fact that 
it is far easier to impose a protective duty than to reduce or abolish 
it. As an industry grows economically, its political influcnco also 
grows, and it is in a position to c.xcrt considerable ]iressurc on the 
body that has the power to modify the dnty.^ It may be accepted ns 
the general experience that protective duties arc continued for too 
long a period and at unnecessarily liigli rates. It is triio that, 
under a system of protection, wlien the local producers are in a 
position to supply the entire local demand and are as efllcicnt ns 
their foreign rivals, the protective duly becomes largely, if not 
altogether, inoperative. But this condition may not nri«o for 
many years, and in the case of some industries may never arise. 'NVo 
have to consider therefore what measures can be tnlcen by the State 
to regulate, and when they have fulfilled their function to remove, 
protective duties. Some witnesses, realising the difficulty of rcdiio- 
ing or abolishing a duty in opposition to the vested interests which 
are likely to grow up, suggested that when a protective duty ia im- 
posed it should be imposed only for « definite period, at the end 
of which it should automatically cease. Wc fear that a scliomo of 
this kind would be too drastic. It is not possible for legislatora to 
foresee the future conditions of an industry. If, for iimtnnce, a 
time limit of 15 years were placed on the protection given to a 
particular industry, it might happen that witiiin the jieriod of 15 
years new conditions arising might mako the protection of the 
industry ns essential at the end 6f the period ns at tho heginning. 
Protection in such a case would inevitably' bo extended. But a 
time limit which was not always observed would soon lose all its 
effectiveness. To avoid such a contingency the Government would bo 



cnAPTEii vn 


6 ^ 

tempted to fix a very di'5tnnt time limit, so distant os to give little 
real aeeurity to the consumer. And indepd it must he conceded that 
the period required for the establishment of an industry Tvill not 
ordinfirily he short. The emment American economist, Professor 
Taussig, 'who was the fu*st Chairman of the United States Tariff 
Commission, writes : “ The length of time to be allowed for ihc 
experiment should not be too brief. Ten years arc not enough ; 
twenty years may he reasonably extended ; thirty years are not 
necessarily unreasonable." It is hardly to he expected tiiat an 
induj-trj’ would he able to establish itself in India in any shorter 
period than is required in so highly developed a country 
as the United States. It would be necessary, therefore, either 
to fix a time limit so remote as to have little practical meaning, 
or to fix one which migljt well prove inadequate and 'would certainly 
fail to give the industry that feeling of seeuidty for the future 
which is one of the most itoporlant results of a policy of protection. 
"Wo feel therefore that the scheme of a time limit is not really 
practicable, and that the difficulties which it was designed to obviate 
must be faced in some other way. “We thinlc that the only method 
by which the State can satisfactorily maintain its control over 
protected industries is that the Tariff Board shoiild be charged with 
the duty of watching the effect of the protective duties imposed and 
making from time to time such recommendations as it may think fit. 
TVe do not think it is possible to lay on the Board the duty of report- 
ing in regard to each industry after any definite stated period. But 
on the other hand it is important that the direction to watch the 
effect of the duties should not be expressed too generally, for in that 
case wo do not anticipate that any practical result would ensue. 
"We recommend therefore that the Tariff Board should be directed 
to review periodically the protection given to industries, the period 
of review being left to the discretion of the Board, but that it should 
be ■understood clearly that the review when made should take the 
form of a definite enquiry into the condition of the industry and the 
desirability of continuing the duty at the existing rate. 

118. These recommendations apply primarily to industries •which 
are thriving under protection. It is possible however that some 
industries to which protection has been extended will not fulfil the 
expectations on which protection was granted. The Tariff Board 
should he charged with the task of investigating the conditions of 
such industries, and if satisfied that protection has not succeeded 
and that there is no probability of its succeeding, it should recom- 
mend the withdrawal of protection. 
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consider Avhctlior nny prineiplcs can be laid down ior resulatinfj 
the rates of taxation on articles to wliicli protectionist considera- 
tions do not apply. The more fact of an article not rcqniring pro- 
tection will not justify its being taxed witliont consideration of tbc 
ctTcct of such taxation on other industries. AVc have recommended 
for instance that there should be as a rule no duties on raw materials. 
Similar considerations apply to the case of semi-roannfnctured 
articles, which do not go straight into consumption but are used in 
the process of niannfncturc of .any industrj- in India. Any taxation 
impo'ied on such articles reacts on the industries which use them, 
and consequently will cither injure those industries or will neces- 
sitate the imposition-of some compensatory duty. \7e have already 
referred to a conspicuous example of such a case in the duty on 
cotton yarn. From the protectionist point of view it is clearly 
desirable that articles of this nature should be admitted at the 
lowest possible rate of taxation ; and if the revenue necessities of the 
Qovermnent force it to contemplate the imposition of taxation on any 
such article, it should not he imposed until the Tariff Board has 
been consulted and has given its view as to the desirability of taxa- 
tion from the protectionist p'oint of view. 

120. When protectionist considerations do not arise, wo see no 
reason why the Cfovcrnmcut should not impose revenue taxes in 
accordance with the recognised principles which govern such 
taxation. When a large revenue is required it is generally found 
that taxation has to be imposed on articles of almost universal 
consumption, which may be classed as necessaries, but in general 
tby necessaries of life should be taxed as lightly as possible. High 
duties may reasonably be levied on luxuries, provided cato is 
taken that the duties are not pitched so high as to pass the point 
of maximum productivity. 

121. When the system which we contemplate is in working order 

In "■1“='' '^siclcrs Iias 

theperiod interrening before u Claim to protection Will have had its case 
ta'-csfisnhKl liy the Tariff Board, and pro- 
tection will either have been granted or 
denied. In consequence any duty which has not definitely been 
declared to be a protective duty, or which has not been fixed 
with reference to the principles indicated in paragraph 119, will 
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bo rogiilfited solely in Accordance witli the financial needs of the 
Government. "We recognise liowever that there ^vill be a transi- 
tion period while the Tariff Board is makin" its initial ciumiries. 
It might happen that in ‘this interval the Government wished on 
revenue grounds to diminish a duty which the industry concerned 
might claim was exercising a protective effect. Should such a case 
arise, we have no doubt that the industrj' would not lack spokesmen 
who would request the postponement of the alteration of the duty 
until the Tariff Board had reported on the amount of protection, if 
any, required ; and we urge that, in considering any such C‘iS'\ 
the general principles of our recommendations should be borne 
in mind. It might aUo happen lint some important industry 
needed immediate assistance, before tbe Tariff Board had come into 
existence. In such a ease we should not expect Government to 
feel itself debarred from considering the claims of the industry, and, 
if satisfied, recommending to the Legislature the grant of tlic 
necessary help, pending fuller investigation by the Tariff Board. 


surrLcucvTAnT ueasvbbs 
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Supplementary Measures. 


- 122. Wc have given our reasons for advocating a policy oC pro- 
A mot. Ld-lriJ bl» In 'b'ction Indin nnd v.e linyc outiii.ed ihc 
f rim«T 7 edneattoa. principles in accordance with whicii that 
policy should be applied. But it is clear that the mere imposition 
of protective duties, however scientifically contrived, will not 
by itself produce that full industrial development which we desire. 
The Indian Industrial Commission pointed out that “ a factor wliich 
has tended in the past to delay the progress of Indian industrial 
development has been the ignorance and conservatism of the un- 
educated workmen ”j aud wc wish to lay btress upon the indisputable 
truth of the statement. The quality of Indian labour can only be 
raised by an improvement in the education of the labourer, which 
will lead to a higher standard of iutelligciicc and a higher standard 
of living. We feel that the type of primary education at present 
given in India is not always suitable to the development of a more 
efficient industrial population. Wc would suggest that the primary 
school curriculum should include some form of manual training, and 
that the educational system should be devoted far more than at 
present to the awakening of an interest in mechauical pursuits. If 
a more practical and industrial turn can be given to primary edu- 
cation, the difficulty to which wc have already referred in regard 
to the supply of industrial labour would be likely to dimmish. The 
difficulty as we bave explained consists not la any real paucity of 
supply, but in the consem’atism of the agricultural classes aud their 
reluctance to seize the opportunities for more profitable employment 
which are open to them. A greater familiarity with mechanical pur- 
suits induced by early training would go far to remove these pre- 
judices. 


123. It is not only in the lower ranks of labour that an improve- 
T»l™sct.ppr„li.„. “'“I is necessary. Too long 

has India been dependent in the more 
skilled branches of industry on imported labour, and nothing is 
more likely to cheapen the cost of production in Indian industries 
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than the replacement of imported skilled labour by equally efficient 
luclian hands. We realise that this may be a matter of some time and 
difficulty, though in the cotton industry the process has already 
advanced considerably. It lias been suggested to us that in order 
to expedite the process tlic Government should make it 
obligatory on all industrial concerns in India to give facilities for 
technical training to Indian apx)rciUiccs. We fear, hou'^ever, that 
the training given under .such a .system of compulsion would 
be of little value, and we believe that economic forces by themselves 
arc rapidly producing tbc results which some would endeavour 
to secure by legislation. Imported labour in India is now so dear 
that industrial concerns arc driven, by regard to their own 
interests, to endeavour to train up Indian labour to take its place. 

124. There is one direction however in wliich we consider that 
Government could with advanhige take action. Wo think that 
whenever important Go\crnment orders arc placed with firms 
outside India, one of the conditions of the tender should be that 
the firms should, if required, agree to nlford facilities for technical 
training to Indian apprentices sent by tlic Government of India. 
The competition for Indian orders is so great that in practice we 
believe few firms would decline to accept such n condition, and 
consequently the adoption of the policy would entail no appreciable 
extra expenditure on the State. We observe that a resolution in 
this sense was moved in the Legislative Assembly by Sir Vithaldas 
Tliackcraey on tbc 23rd September 1921 and was treated 
sympathetically by the Government. 

125. We have refen cd to (ho ncccssily of increasing the supply 
lni.icMoa mobjiuy «( suitable labour and Ifave suggested that 

labour. belter methods of education might tend to 

achieve' tliis rc.sult. We think it is possible also that the existing 
supplies of labour might be made more mobile by some system of or- 
ganisation. The tea industry already takes special steps to secun 
for itself the labour it requires, and we think it is possible that othei 
industries might with advantage to themselves develop some similai 
system. 

126. There is another subject, and one of a more contentious 

Ti. tJIm, rale. poUcj which has an important bearing or 

tri Indian the Bucccss of the policy of protection whici 

we advocate. It has frequently been urged 
that the system on which railway rates are fixed is injurious 
to the interests of industries. It is not inconceivable that a policy 
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of protootion lo mipJi! to j^onif* rTl^’nt lie nullified liy 

:nju(Iicion<5 rnihvay ratt-.^ or it miphl lie fniind Hint in con'icquenco 
of such rates the tariff protection required l>y nti indnstry, and 
con-scqucntly the pcnnlty on the peneral public, n-ns hij’her than 
it otherwise' would be. The Indian Inilustrinl Commission received 
much evidcucc in regard to the allegeil handicap imposed on Indian 
industries by the rflilway rates policy, and devoted a chapter of 
its report to considering this question. Similar evidence was given 
before the Railway Committee which sat last year, and we have 
received complaints from persons interested in industries in many 
parts of the country to the e/Tcct that the .system of railway rates 
operates to the disadvantage of Indian iiiiliistry. 

127. Broadly speaking the charge is that the rates aro so 
framed as to encourage traffic to and irom Iho ports at the expense 
of internal traffic. This means an encouragement to the export of 
raw materials and to the import of foreign manufactures to the 
detriment of Indian industries, which often have to pay what are 
described ns unfair rates both on their row materials transported 
from other parts of India and on their manufactured articles 
despatched to the various markets. We had the advantage of 
discussing the existing policy of railway rates with a member of 
the Railway Board supported by icprcscntfitives of tlie East Indian 
and the Norfli-Wcstern Hailuay.s. We were shown that in more 
than one instance the rates n\enlioned to us by witnesses were 
incorrect, and that the facts did not support the allegations made. 
The official view of the matter is that the complaints are largely 
unfounded and that the railway companies are fully alive to the 
importance of encouraging Indian industries. In support of this 
view we were referred to a circular issued by the Railway Board to 
all railway companies on the 18th May 1915. In this eircnlar it 
wjs pointed out that the establishment of industries cannot fail 
directly or indirectly to increase the business of tJie railways, and 
that the administrations of railways have it in their power to do 
much for the encouragement of new industries by the quotation of 
favourable rates for the carriage of the raw materials and of the 
finished products ; and the railway companies were asked to co* 
operate in ranking a special endeavour to do nil that was possible 
for the encouragement of indigenous industries. The principles laid 
down in this circular are beyond dispute. The recommendation 
made is one which wo entirely approve. But we feel bound to 
point out that this circular was issued in 1915, that the Industrial 
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Couimission. reporting in 1918 drew attention to complaints 
iudieating coinlition'j quite inconsistent with the policy enunciated 
in the circular, that the Rnilwaj^ Committee in 1921 received similar 
complaints and that exactly the sjimc complaints were made before 
us in 1922. We cannot believe that these complaints are entirely 
without foundation. In spite therefore of the sj’mpatlietic attitude 
of the Railway Boai'd and in spite of the fact that this question has 
already been dealt with by two important Commissions within the 
last fonr yeai*s, we think it necessary to refer to the matter briefly 
in the hope of emphasising points wliieh appear to he accepted 
generally in theory, hut do not always seem to be translated into 
practice. 

12S. Wo cannot do better than state our general agreement 
Pri^ipu. wldA AoM I"'’’"" Indlistrial 

BOTowitti6pQ\icj- of railwny Commission on this question, and lu 
particular cndoi*se the following of its 

recommendations : — 

(1) “ The governing principle which, we think, should he 

followed in railway rating, so far ns it affects indus- 
tries, is that internal traffic should bo rated as ucarl}’ 
as possible on an equality with traffic of the same 
class and over similar distances to and from the ports.” 

The Industrial Commission pointed out that this principle 
mus,t of course admit of numerous exceptions, but they pressed for 
its acceptance as f.nr as possible in the case of raw materials con- 
veyed to, or manufactured materials convoyed from, Indian manu- 
facturing centx'es. We agree with them in thinking that the accept- 
anoe of the principle wonld remove most of the existing complaints, 
.and would tend to have a beneficial effect on Indian industries. 
■We specially endorse the recommendation that machinery and 
stores destined for industrial use in India should be transported at 
the lowest rate possible. 

(2) ” We think that railways sliould accept the principle whicli 

is followed in some other parts of the world, that a con- 
signment travelling over more than one line sliould be 
charged a single sum based on the total distance.” 

If such a policy is feasible, we think that it would tend to 
remedy some of the existing disabilities under which internal traffic 
Buffers. But we cannot ignore the fact to which the Industrial Com- 
mission also *irew attention that extra cost is incurred by the line 
which handles traffic over only a short distance, and we are not in a 
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position to soj >vlicthcr tlio solution Mipgcstcd l>y the Imlustrinl Com* 
mission of granting suitable allowances to the less favoured line 
i\lien dividing the total pajments between the railways concerned 
would involve serious practical difilciiltics. 

(3) "We recognise vith the Industrial Commission the danger of 
a policy of individual concessions to industries and of treating railway 
rates as an indirect method of subsidy by (he State. But we think 
that within the limitations laid down by the Industrial Commission 
it is not unreasonable that special rates should he granted for a terra 
of years to new industries, and even to otheis if they can jnnkc out 
a proper ease for special treatment. We do not contemplate that tho 
investigation of such claims to favourable coiisiderntiou hhould be 
part of the duties of the Tariff Board. 


Ftoptsed Bates Tribunal. 


129. We notice that the Railway Committee have made a 
proposal which if accepted may go far to 
remove the existing complaints. They pro- 
pose that, a rates tribunal should be set up which should have the 
power to give a fair judgment as between tho trader and tho rnilwayii. 
Tills would rcmoie the complaint that is sometimes made, that 
hitherto the trader has had to appeal to the lailwny against its own 
decision. We think that, if the fii-st recommendation of tho Indus- 
trial Commission cited in the preceding paragraph is nceciited, nml 
the rates tribunal is established to adjudicate in any cases of hpecinl 
complaint, the whole system of inilwny rates will bo placed on r 
much sounder foundation, and there will be little four that tho rail- 
way policy will adversely affect the development which the tariff 
policy is intended to achieve. 


130. We received not a IiUlc evidence of tho inadequacy of the 
impTOTcment in railway fncilitici, lit pic«ciit provided by the railway 
fadiiUc* companies. Thin liowcvor is a fact in tlio 

existing transportation system of India whicli is well recognised, 
is due to well-known causes and is in process of being remedied as 
rapidly as money can bo provided. Wo hope thoreforo that tho 
development of our policy will not long bo impeded liy tho present 
deficiencies of the railways of India. 


131. Somewlmt parallel 1 o tin* eomplmiifs nlioiil railway rntra 
Lo.ed.colcm.ul .h.p- "'■<= compinints wliicli wn linvo rconivtrt 
^ngMies. about coastal Bhipping rates. The enuson 

are different, but tbe results are atnled to bo the same, nriniely, 
that Indian goods arc handicapped in Irnnsmisslou In comparison 
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with goods from foreign countries. Kates liave been quoted to uj 
showing ft great disparity between the charges on goods shipped 
from one Indian port to another and those on goods conveyed 
between Indian and foreign countries. Such disparities more 
tliau neutralise the natural protection which an industry nuBlit 
expect to receive in its own country' by reason of the distance of 
foreign manufacturing centres. The ca\ise of the high rates in the 
Indian coastal trade can, according to their critics, he summed up 
in the one word * monopoly.* It is .suggested that the cxistmg 
monopoly can best be met by the development of an Indian 
mercantile marine. As, in connection -with the resolution moved 
by Sir Sivnswami Ayyar in tbe Legislative Assembly on the 12th 
.Tanuarj' 1922, the Government of India have accepted the necessity 
of a thorough enquiry into the measures needed for the encourage- 
ment of an Indian mercantile marine, it is unnecessary for us to 
do more than express our belief that a successful issue to this policy 
should have a favourable effect on coastal freight rates and assist 
industrial development. 

132. There is however one special feature of the existing system 

to which we think it necessary to draw 
rpagrebaes. attention. The system of shipping rebates 
is one of the strongest buttresses of monopoly. It is clear that an 
arrangement whereby a certain percentage of the freight paid is 
returnable to the shipper at tbe end of twelve months, provided 
no cargo is shipped by any outside line, is a powerful weapon for 
maintaining a shipping monopoly. Other countries have recently 
legislated against this system, and wc think that the Government of 
India should make a thorough enquiry’ into the desirability of 
initiating similar legislation in India. 

133. We have discussed the possibility of protection being 

Mcaeate# neutralised owing to the existence of unfair 

dumpuiff. railway or shipping rates. But there is 

another important class of conditions whereby the protection 
designed for an industry may be diminished or cancelled. Dumping 
lias been for many’ years a subject of complaint among manufacturers 
who considered that they were subject, by such mgthods as the word 
is generally understood to convey’, to the unfair competition of 
foreign industries. But it was not until the consideration of 
economic problems after the war was taken up that dumping began 
to loom large in the public mind in most countries as a serious 
national ^uger. No one could foresee the nature of the economic 
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competition after the ■war. and there was n general feeling of 
ner\'eusncs8 in ease enemy countric* in particular adopted tliii 
method for re-introducing their industries into the markets of the 
world. The actual course of cventa has not accorded with the 
apprehensions entertained, while (he issue of the war was still 
undecided, by the Governments which took part in the Paris 
Economic Conference. Cut the ideas ot that time engendered gave 
an impulse to the common sentiment, and resulted in n large number 
of measures designed to prevent dumping. 

134. Dumping is a word which in common parlance is 
. frequently used to cover any kind of severe 

D.s«i,» of d^rl. 5 . ^ competition. But the 

practical definition of the term which emerges from a general study 
of the legislation directed against it is the sale of imported mer- 
chandisc at an F.‘ 0. B. price lower than the prevailing market 
or wholesale price in the country of production. In other words, 
the dumper sells to the foreign consumer at a lower rate than to 
the domestic coosuraer. 

185. It is necessary to see how such a condition arises and why 
it should pay the foreign manufacturer to 
Itflcansca. supply the consumers of other countries ou 

favourable terms. Tim most ordinary way in which dumping may 
arise h as the result of over-production, a sudden fall in demand 
leaving a surplus stock to be disposed of. Instead of reducing output 
100 drastically it may pay manufacturers to continue producing 
quantities somewhat in excess of the reel demand, and to get rid of 
the surplus at almost any price they can obtain. In this 'w'ny u 
country may find itself supplied with dumped goods owing to what 
may be described as accidental over-production. But it is iiossiblo 
that this process may become moro ayatemntic. In n country in 
which the home manufacturers have in conecquonco of a tnrilT u 
monopoly of the home market, and can thus keep up prices tlioro, 
and in an industry which benefits by mass production, it may pay 
the manufacturers to produce much larger quantities than can bo 
consumed in the home market, provided the surplus can bo dis- 
posed of at a price which covers the bare cost of mnnuracliiro. In 
such cases ^herc may be a systematic process of Kclling goods abroad 
at a price below- that at which they ore Imbitunlly sold at liome. 
Finally there may bo exceptional cases in which an Industry ilcll. 
boratply supplies goods at a Iors with a view to extinguishing a 
foreign ind^try and thereby bccuriiig a monopoly of the foreign 
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market, in the expectation that it will recoup its losses by enhanced 
prices when its rivals have been driven out of existence. 

13G. It remains to considci the effect of dumpinjr on the country 
•which receives the clumped goods. It is 
Its effects obvious in the first place tliat, provided the 

coimtiy lecciving the goods neither manufactures nor wishes to 
inauufaolure goocK of a similar kind, it receives no injury, but a 
dear gam, from getting goods at particularly low rates. The injury 
that dumping may do is only to the industries of the country into 
which the goods aie dumped. If the dumping is purely casual 
arising from some temporary miscalculation of production in another 
country, the injury done to ludustiies is also temporary and 
casual, and is probably not of sufficient significance to demand 
special protective measures If the dumping on the other hand is 
of a more systematic nature, the iujurj* done to the liomc industries 
is likely to be more serious It produces a feeling of insecurity, and 
may well demand some spccijd measures. In the third case, where 
the dumping is deliberately designed to destroy an industry iu 
order to secure a subsequent monopoly, it would be clearly incumbent 
on the State to take measures to prevent the success of such a policy. 

137. Dumping being defined with reference to the price of the 
Difficulty 0 i prunns tuo in a foreign market, it is naturally a 

existence* «f tliujipiDj m.ittiT of considerable difficulty to prove in 
any particular case that dumping is taking place , and it is not 
easy to say whether at the present inoineiit anj* dumping into India 
is in prouvess. The Tala Iron and Steel Coinpanj', Limited, gave us 
some figures puipoitimr to show that English steel was being sold 
below the cost of production The paper industry also complained 
that English and German paper uus being dumped in India, and 
there have been allegations that cement is landed in India at a cost 
whicb indicates dumping. In none of these cases however can it 
he said that dumping has been satisfactorily established, and it is 
obvious that proof will always be bard to obtain. Corroboration of 
these statements can only be obtained from reliable agents in foreign 
countries, and the expense of maintaining such agents in more than 
a few countries would be very considerable. We understand that 
the Canadian anti-dumping legislation has been worked -with fair 
success, bccaubo it is comparatively easy for Canada to obtain 
reliable information rcgaiiling prices iu the United States, which is 
the main soiucc of her imports. But in countries less favourably 
situated the collection of information would be more difficult. 
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138. The legislation in Canada was tlic prototype of most of the 
i,«llor dninpins. Ila main 

etnntriff Outlines are ns follows. Action is restricted 

to the case of iirticles of a cln«^ or kind made or produced in Canada. 
The question wlietlior goods are dumped is decided hy comparing 
the price at which they are fold for export ssith the fair market 
value of the same goods when sold for home consumption in Ilia 
country whence tliey arc exported. If the export price is less than 
the fair market value in the exporting country, a special additional 
duty is levied on them on import into Canada equal to the difference 
between the two prices. The Act pa*sed hy the United States in 
1921 differs from the Canadian Act mainly in tlie fact that no action 
is taken until the Sccrctarj* of the Treasur>% after such investigation 
as he deems necessary, records a finding to the effect that in the 
first place the importation of a certain kind of foreign goods is 
injuring or is likely to injure an industrj* in the United Status 
or is preventing any industry from being established ; and in the 
second place, that such goods are being or arc likely to bo sold in 
the United States at less than their fair value, Tlie British Safe- 
guarding of Industries Act is in onc'^respcct similar to the United 
States Act, in tliat the apphe.ition of tlie dumiung duty is not as in 
Canada automatic, but is preceded by an cuquir>*. The enquiry in 
the United Kingdom liowever is of a more cleaborato nature than 
that in the United States. 

139. In view of the comparatively few cases in wliich dumping 
Snegetted ksi 0 Wica aHcgcd, we do not think 

foTin<ira. it expedient to recommend the enactment 

of a measure .against dnmpin", such as that in force in Canada, 
which has general and immediate effect. At the same time the 
possibility that action may he required cannot be ignored, more 
especially in vic\r of the fact that the recent anti-dumping legisla- 
tion passed in so many countries will tend to concentrate such 
dumping as may take place on those countries which have not 
protected themselves. ITe therefore recommend that the Govern- 
ment should consider the desirability of introducing a measure more 
on the lines of that passed in the United States, whereby power 
should be taken to impose a dumping duty ^vhen, after enquiry by 
the Tariff Board, it has been established tiiat dumping is tailing 
place, and that it is injuring or is likely to injure an Indian industry’. 
The Customs Tariff (Indiisfrics Presen'ation) Act, 1921, passed by 
the Conimomvealth ©£ Australia in December 1921, contains a 
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provi^inn ttIiioIi vcr tlimk TTmitd lie ceneratlr snifalile to Indfan 
conditions. Section 4 (I) and (2) o£ the Act runs as follows 

“ If the Jlinj“»lcr is satisfied, after enquiry and report by the 
Tariff Board, that poods exported to Australia, whicb 
arc of n class or hind produced or manufactured in 
Australia, have heen or are heinp sold to an imrKirter 
in Australia at an export price which is less than the 
fair market value of the poods at the time of shipment, 
and that detriment may thereby result to an Anstrallan 
indnstry, the Minister may publish a notice in the 
Grorct/f specifying the poods as to which he is so 
satisfied.” 

” Upon the pnblication of the notice there shall be ebarped, 
collected and paid to the use of the King for the purposes 
of the Commonwealth, on those poods imported into 
.\ustralia a special duty (in this section referred to as 
‘ the damping doty *).” 

It will of course he understood that the enquiry by the Tariff 
Board must he condacled with all possible expedition, so that if 
dumping ex5st.s the period during which the industry suffers may 
be reduced to a minimum. 

140. A kindred problem which has been agitating the public 
_ ^ • mind rercntlr is the nossibilitv and the 

wMeb t>i« eae>a?s?e It desirability of taking Special nction agamst 
^ country whose exchange is 
seriously depreciated. Provisions to deal with this d-inircr are 
inchided in the British Safeguarding of Industries Act and in the 
Australian Act to which reference has just been made, "We reali«e 
that a depreciated exchange may give rise to serions temporary dis- 
turbance of the normal course of competition. But this situation i? 
likely to be fenipor.aTy only. Wlien the exchange of a country ha« 
stabilised itself even at a very low figure, the necessary internal 
adjustment of prices will fake place ; and after a period the low 
rate of exchange will cca^e to be of any advantage to the country 
in it.s export trade. Here again wc do not wish to recommend that 
any action fhoulcl l)C taken without full enquiry by the Tariff Board. 
Vic consider that it would he advl<»hlc to include in the anti.dainping 
legislation already recommended a clause which will give power to 
the Ciovcmment to take action, if after enquiry anch action appears 
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to be noccssary. TIip prowmn of tho 'Anslrallnn Act mn^ n« 

folIOTTS : — I 

“ If the Minister is Mtiffied, nflcr enquiry and report by the 
Tariff Board, that the exchange value of the currency 
of the country of origin or export of any goods has <lcprc* 
elated, and that by reason of fucli depreciation goods 
have been or are being sold to an importer in Australia at 
prices svhicli svill be dclriraental to on Au'lrnllnji indu«try, 
the Minister may publish a notice in the Gnzctic specify- 
ing the country as to the exchange value of the currency 
of srhieh he is so sati^ficil, niul the goods originated in or 
exported from that country to srhich, in his opinion, the 
provisions of this section should apply.” 

A clause of this nature ehould prove an ample safeguard for 
any dangers that may be anticipated from exports from a country 
srith a depreciated exchange. 

141. If action is to be taken to protect Indian industries against 
“'•'O” “t individuals in foreign coim- 
export boantUs. tries resulting in dumping, or* against 
such general conditions as arise inevitably from a temporarily 
depreciated exchange, it is clear that protection should equally be 
afforded against any deliberate action of a foreign State tending to 
Btimulato its exports at the expense of any Indian industry. But 
this branch of the subject is already covered by Act of 1S99 
which was passed in order to deal with the export bounties on sugar. 
The Act is worded generally, and provides that where any country 
pays directly or indirectly any bounty upon export, the Governor 
General in Council may by notification in the Gazette of India 
impose an additional duty on importation into India equal to the 
net amount of such bounty. This provision appears to give all the 
security that is required to counteract any system of export 
bounties, and provides an opportunity for any industry which feels 
that it is being bandio.opped by such export bounties to approach 
the Government of India with a view to the imposition of counter- 
vailing duties. 
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CHAPTER IX. 

The Principles of Excise Duties. 

142. The taxation of locally produced goods is a factor 'whicli 

must be taken into account in any scheme 

The nature of excise duties „ ... 

nud the commodities on of protection, because SUCH taxation may 
which they are levied neutralise the protective effect of import 

duties. "Wo proceed therefore to examine the economic principles 
which may be held to justify the imposition of excise duties, and the 
limitations which ordinarily apply to this form of taxation. 

143, Excise duties, or excises as they are sometimes called, may 
be defined as taxes levied on commodities produced within the 
country and destined for local consumption. Under modem con* 
ditions they are usually' levied on commodities in the hands of the 
Iirodueer or wholesale trader, a drawback being allowed if the goods 
are subsequently exported. Many English “writers in the ITlli 
century advocated a wide extension of this form of taxation, but it 
proved unpopular in practice, and the tendency of modern le^islaticn 
in the United Kingdom has been to throw the largest possible burden 
of excise taxation on alcoholic drinks, and to exempt, as far a? 
possible, other articles. In mo.st civilised countries alcohol and 
tobacco have been selected as suitable objects for excise duties, 
mainly because they are luxuries of general consumption and 
consequently yield a large return to the exchequer, and partly because 
restrictions on the consumption K>f these commodities are generally 
regal ded as beneficial, or at least not haimful. In the British colorues 
and the United States of America (except during the periods of the 
civil war and the war with Spain in 1898) excise taxation has 
generally been confined to these articles. But on the continent of 
Europe many countries *have applied the excise system to oilier 
commodities, such as sugar .and salt, while France employs not only 
a comparatively wide range of excise duties, but also a system of State 
monopolies, under which the whole profits from the manufacture of 
exci.sahlc articles, such as tobacco and matches, are secured to the 
State. In Egypt after' the cstablidiment of -two cotton mills in 
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1901 (he liO\crmm*nt Mibjcdwl llu’ir iMtJiliic! I(> a tax 

of 8 per cent, as compenMtion for the loss of cnstoins rcvcimc. 
In Japan cotton cloth is pubjcct to a consumption tax, which com-, 
pn«cs both an excise duty on home production and a surcharge on 
die customs duly on the imported article. A rebate is allowed if 
the cloth is exported. Japan also levies a constunption tax nn^ 
kcro«cnc and an excise duty on sugar. In India excise duties liiivo 
long been levied on alcohol, opium and hemp dnigSj and the accepted 
policy is to keep the rates at a level which will produce the maximum 
of icvcnuc with the minimum of consumption. An excise duty (at 
present Its. 1-4 per mannd) is also levied on salt, about IinlC the local 
outturn being nianufacturcd by (lovomnn-nt j from 1917 a duty 
of 6 annas a gallon has been levied on motor spirit ; and in the 
euricnt 3 car a dntj* of one anna per gallon has hcen imposed on 
kerosene, A historj' of the excise dulj' on cotton goods is given in 
the next chapter. 

144. The circumstances of India dilTcr from those of most 
... .... European countries, where alcohol is an 

nci encoo excise duties. general consumption and thoro- 

fore affords a means of obtaining from the masses a largo contribution 
to the public purse. In this country the rcgnlar consnmptioji is 
limited to certain classes, which form a comparatively Rinnll niinorit)', 
and the mass of the people arc more nearly affected by the exclsej 
on salt, cloth and kerosene. A further difference lies in the fact that 
in Europe the excised articles arc generally produced mainlj* within 
the country and their price is therefore determined bj* the cost of 
home production. Competing articles imported from abroad are 
usually subjected to a customs duty countervailing the excise. 
Consequently, the w’hole of the tax usually tends to fall on the con- 
sumer, and it is generally regarded a.s purely a consumption tax. 
In India, although about two-thirds of the cotton cloth consumed is 
locally produced, the imports are the main factor determining prices. 
This fact has been clearly brought out by Ifr. A. C. Coubrough in 
the tables and' graphs appended I 0 his “Notes on Indian Piece- 
Goods Trade.” In the case of this commoditj’, therefore, the exerse 
duty falls on the producer who is, however, able to meet it from the 
cnbanced price that he obtains for lus-goods owing to the duty 011 
imported cloth. In the case of kerosene also, where the recently 
imposed excise duty has been countervailed by n corresponding 
cnbancement of the import dutj', it is probable that the excise duty 
will fall mamly ou the producer} or in other wouK that the 
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consumer will Jiot have to pay the excise in addition to the enhanced 
import dut)*. 

145. Theoretically, the impositioii of equal excise and import 
Thdt ccoBomio justifica- duties w a EOund method of indirect taxation 
tjon. in cases where the home industry does not 

rcipuro protection.' It raises prices by a lower amount than a single 
duty of cither kind calculated to bring in the same revenue, and it 
therefore fulfils the condition laid down by Adam Smith that “ every 
tax ought to be so contrived ns to take out and keep out of the pockets 
of the people ns little ns possible over and above what it brings to 
the public treasury of the State." To take a practical illustration — 
suppose it is necessary to obtain a revenue of a crore of rupees 
fiom nn article of which the imports are worth 10 crorcs and the 
local production is of the si\me aggregate value. Assuming that the 
local and the imported articles are of identical qualities and that the 
demand is inelastic, tlie sum required could be obtained from an 
import duty of 5 per cent, combined with an excise of the same 
wnount, while the rise in price would be in the neighbourhood of this 
figure. If resort were had to an import or an excise duty alone, this 
duty would have to bo at least as high as 10 per cent, and probably 
higher, bcca\ise it would alter the ratio of imports to local production. 
Leaving this latter result out of account, the rise in price would be 
at least double the rise in the former case. The consumers would 
thus have to pay an extra 2 crorcs in order to secure 1 crore to the 
Government, while the producers (local in the case of an import duty 
and foreign in the case of an excise) would pocket the other crore. 

14G. Many of the witnesses have shown a disinclination to look 
^ , . . „ , , at the question from this economic point 

jnake a cotton csciso in* of View, Owing mauuy to the general 
nppropnata. prejudice against the cotton excise dutj*, 

with which we shall deal in the next chapter. These witnesses point 
to the fact that during the war when the British Government was 
in sore straits for money it did not impose any new excise duties, 
and they ask how an excise duty on cotton cloth can be justified in 
India when no such duty is' levied in England.- Such arguments 
from analogy must be viewed with caution when the circumstances 
of* the two countries are so different. "We have pointed out above 
that the British Treasury is able to tax the general population by 
means of heavy ‘excise duties on alcohol, and that this excise does 
not have the same wide incidence in India. ^Ve have also pointed 
out in parogroph GO that industrial con^jtiqm in ^gland differ 
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radically from tho^c in India, Tlic difference is marked in the ease 
oi cotton clotli, of, srliicli India consume? more than fhc produces, 
Vi'hile in England it foni\s a. vital part of the export trade. Since 
{■he adopted the policy of free trade the Ihiitcd Kingdom has 
imposed no import duty on cloth and consequently there has been no 
question of an excise. When the cotton industrj* enjoyed protection 
in the 18th and early 19th centxmes, an excise duty wn* not con- 
sidered inappropriate. In fact excise duties on cotton cloth wee 
actually levied in England for nearly half a centun,', rij., from the- 
year 1784 till 1831. ^Vs free lr,idc ideas gathered strength, tho«e 
duties were swept away with the iniport duties, and, as the 
industrial organization of Great Britain developed on modern lines, 
the Treasury learnt to rely more on direct taxation as causing less 
disturbance to that organization. In India on the other hand, 
as we have shown in Chapter Y, there is not much scope for further 
direct taxation, aud the Govenunent has to obtain a considerable 
'portion of its revenue from indirect sources. For the above rcasoiia 
we do not consider that the example of the United Kingdom in any 
way conflicts with the view that we have taken in the preceding 
paragraph as to the economic orthodoxy of excise duties. 

147. There are, however, practical limitations which should, be 
The Uaitationa of ezclgo ^ome in mind in considering any possible 
daties. extension of the range of excise duties! 

Such duties arc unsuitable to email or scattered industries, as col- 
lection in such cases is unduly costly and apt to be vexatious. Morc- 
f'Ycr, the duty, which from the economic point of view may be 
regarded as an addition to the cost of production, is likely to press 
more heavily on a small producer than on a large one. As a general 
rule, therefore, excises should be confined to industiues which are 
concentrated either in large factories or in small areas affording 
facilities for super^dsion and collection. 

148. This limitation does not apply to commodities which "are 
regarded as injurious to the individual or dangerous to society. 

. In such cases an excise duty is a useful means of’redueing consump- 
tion, and when the commodities are luxuries such as alcoholic drinks 
on which high rates of duty can be levied, they are a specially 
suitable subject .for taxation. Apart from, this social or moral 
object excise duties should be imposed solely for revenue purposes. 
Customs duties are frequently used to change the movement of 
economic life with a view to benefiting the internal producer, but 
excises can seldom have this* effect and, u^ess fully countervailed 
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by import duties, arc moie likely to benefit the producers in ot)iPr 
countries. ' 

149. In order to produce sufficient revenue to justify its imposi- 
tion, an excise duty must ordinarily fall on a commodity of general 
consumption, and this indicates another limitation, 'which is specially 
applicable to India, in that most commodities of general consump- 
tion are of the nature of necessarie.s rather than luxuries. Taxing 
the necessaries of the poor is an unpopular measure in every country, 
and the existing salt tax has been frequently assailed on this ground, 
although its incidence amounts to barely 3 annas per annum per head 
of population. Dogmas arc of little use in deciding a practical 
problem of this kind. On the one hand the needs of the public 
treasury are pressing, on the other the taxable capacity of the masses 
is obviously limited 5 adjusting the balance is a task for the statesmau 
rather than the economist, and we can only suggest a general caveat 
that excise duties should not press too heavily on the poorer classes. . 


150. IVc have already pointed out that excise duties may be 
ri- ^ t. . a -1 • regarded as an addition to the cost of pro- 
« on n ties. Unless they are coimtcrvailcd 

by corresponding import duties, they may injure the domestic pro- 
ducer in two directions. If he is in a position to make the consumer 
.pay this extra cost by increasing the price of the goods, the demand 
for the goods is liable to be reduced. This result would decrease the 
yield of the tax and set a natural limit to the rate at which it could 
profitably be imposed. The contingency is not therefore likely to 
escape the attention of the Government. If, on the other hand, the 
l^roducer is unable to get a higher price from the consumer, the 
tax will operate directly .to reduce the former's profits,- and may 
do serious injury to an industry that requires protection. We 
would therefore lay it down as a general principle that an excise 
duty should not he allowed to trench on the degree of protection 
required for any industry. "When that degree has been determmod 
hy competent authority, any further taxation that it may he deemed 
necessary to impose on the commodities concerned should be so 
adjusted as to leave the required protection undisturbed. 'An excise 
duty by itself would tend to render the protection inadequate ; a 
. simple addition to the import duty would imposq an unnecessarily 
heavy burden on the consumer ; whereas, as 6 ho^vn in the illustration 
given above, a combination of the two would bring the greate-st 
roturn to tlic txcasurj' with the smallest cost to the taxpayer. 
Assuming, therefore, that the case fulfill all the other coudilious 
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that we have inflicAted in t)m chapter as limiting the impoMtion 
oi excise duties, we consider that in such a ease the extra taxation 
required may suitably take the form of an excise duty plus an nddi« 
Uonal import duly. It docs not follow that the two should bo levied 
at the same rate. The latter diity should never be lower than the 
former, but might in some cases be higher. Equality is appropriate 
when the locally manufactured poods arc of precisely the same quality 
as the imported article. But it frequently happens Hiat the local 
goods are of different and partly inferior grades, some of which may 
.compete with the imported article as .substitutes only, just as 
margarine and cooking fat compete with butter. A high duty on an 
artide increases the demand for its substitutes and so tends to raise 
their price, but not necessarily by the ft\U an\ount of the duty. In 
cases, therefore, where the local product is wholly or partly inferior, 
' the additional import duly should be higher than the excise duly. 
In some eases also the regulations of the excise department may 
^ involve the producer in loss and hindrance, which the importer 
’ escapes owing to the simpler procedure of the customs department. 
This distinction has bocu .recognised in the United Kingdom i>y 
pitching the import duties on beer, spirits and playing cards at 
a slightly higher le^ol than the excise duties. 

151. The limitations sxiggcsted above may be Iwiefly summarised 
Summary of concln«!oa« follows 

(1) Excise duties should ordinarily be confined to industries 
which are concentrated in large factories or small areas. 

(2) They may properly be imposed for the purpose of check- 
ing the consumption of injurious articles ami especially 
on luxuries coming under this category’. 

(3) OtherAvise they should bo impo«ed for revenue pnrpos-'s 
only. 

(4) \Vliile permissible on commodities of general consumption, 
they should not press too heavily on the poorer classes. 

(5) TVhcu an industry requites protection, any further neces- 
sary taxation on its products may, it the other conditions 
are fulfilled, take the form of an excise duty pius an addi- 
tional import duty. The latter should fully counters’aU 
the former and may be pitched at a higher rate. 
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CHAPTER X. 

The Indian Cotton Excise. 


152. Tlic f'onernl prineiplcs of excise duties have been discussed 
in tlic previous chapter. But the Indian 
treatmont. oxcisc ou cotton goods raiscs issues which 

cannot be decided solely on economic grounds. This tax has from 
the first been regarded in India as a conspicuous example of political 
domination being used for purposes of economic domination. The 
pr.actical grievance of a fully counteiwniling duty has ■within the 
last few years disappeared, but there remains a grievance based on 
a sense of past injustice, and for a proper understanding of tho 
subject and the feelings it inspires, historical rather than economic 
treatment is necessary. * 


153. In tracing the origin of this unfortunate controversy, wo 
„ ..... must go back beyond the year when the 

The controTcrsy of 1875-6. excise was actually imposed, and 

start Tilth the period when the great Lancashire cotton trade first 
found itself in open conflict with what tho Government of India 
and the educated classes believed to be the true interests of India. 


Tlic growth of the Indian cotton mills was viewed •with alarm by tlie 
Lancashire industrj-, which bad for many years commanded tlie 
important Indian market. In • January* 1874 the Jlanchester 
Chamber of Commerce addressed a memorial to tho Secretary of 
State protesting that, in consequence of the Indian cotton duties, 
a protected trade was springing up in British India to the dis- 
advantage of both India and Great Britain ; and in July 1875 the 
Secretarj* of State urged the Government of India to remove, at as 
early a period as the state oC the finances permitted, “ this subject of 
contention. In the meantime, however, n crisis had been preci- 
pitated by the action of the Government of India in dealing with 
llic report of the Tariff Committee, ■which had submitted its recom- 
mendations at the beginning of 1875. At this time the general rate 
of import duty was 7} per cent., the duty ou cotton piece-goods 
■was 5 per cent, and ou y.arn 31 pci* cent. The Goveniment of India, 
finding themselves in a position lo reduce faxation, lowered the 
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general rate from 7i to 5 per cent., but left the duties on eollou 
goods untouched. This action was taken without previous rcfcrenco 
ttf the Home Government. The decision not to utilise any of the wur- 
plus in the reduction of the cotton duties was exceedingly 
unwelcome to tho authorities in England. In a despatch doted 
the 11th November 1875 the Secrctarj' of State reiterated his views 
on the subject of the cotton duties, aud directed that provision 
should be made for their removal within a fixed term of years. 
The Government of India, replying on the 2oth February ,1676, 
explained once more tbeir point of view, aud strongly deprecated 
the imposition of any new tax in order to facilitate tho abolition 
of the cotton duties. The Secretary of State, in his despatch of the 
31st May 1876, agreed that no fresh taxation should bo imposed for. 
the" purpose of abolishing the cotton duties, but laid it dowu that 
the duties must be abolished altogether as soon ns the finances per* 
mitted of further reduction of taxation, and enjoined that this 
measure should have priority over every other form of fiscal relief 
‘ to the Indian tax-payers. 

154. An impartial perusal of the correspoudeuco described above 
_ . ... leaves on the mind certain definite imprea- 

tu “oj* aious. lu thc first place, tho origin of the 

the cotton duties was 
clearly the apprehension of the Lancashire 
trade that their interests were being injured. Had it not been for 
this apprehension, wc should hardly liave found the busiuess men 
of Lancasluic occupying themselves with wJint, after all, was mainly 
a matter of domestic concern to tho Indian Government, aud 
expressing their anxiety about thc cost of tlic clothing of the 
population of India. In thc mcmon.'il of tho Manchester Chamber 
of Commerce dated the 3Ist January 1674 it was stated that the 
tax was found to be absolutely prohibitory to the trade in yarn and 
cloth of the coarse and low priced sorts, and that tho Chamber were 
informed that it was proposed to import Egyptian and American raw 
cotton into India to manufacture finer yarns and cloth. In a further, 
communication the Manchester Chamber of Commerce stated that 
“ under the protection extended by thc levying of duties on imports 
to the spinning and weaving of cotton yarn and goods in India, a 
large number of new mills arc now being projected." 

155. The Bccond point that emerges is that the importance attach- 
Th* inporunce of tho duties cd by the Lancashire manufacturers to 
exareeratsd. these duties was exaggerated. This wa| 



uo 


ciiai*ti:r i 


made clear more tiian once by tlie Secrelai'y of State. Ii 
despatch of the 15th July 1875, for instance, he admitted the iia 
advantages of India in regard to the production of the co 
cotton fabrics, and anticipated that the supply of these would, { 
distant period, pass entirely into the hands of the Indian mam 
turer. *' In the presence ‘of influences so powerful," ho v 
in reference to the economic advantages of India, " the cite 
the 5 per cent, duty is in-obably insignificant." Again, in 
despatch of the 11th November 1875 he said : " The In 
industry is growing in strength by the help of resources which 
legislation cannot affect. The abolition or reduction of the 
will not injure it, though passing apprehensions may be ex 
by such a measure. " 

156. But this Mew of the iusiguificance of the duty was 
accepted by the manufacturei-s either in Kngland or in India. “ 
importance, however, which I think exaggerated,” wrote the 
tary of State, ‘‘has been attached to it " (the duty) ^ by 
cotton manufactuiei'S, both in England and Bombay, 
former attribute to it the declining profits of their Indian ti 
and the latter arc in their turn alarmed at the possible loss of ^ 
their rivals have taught them to believe is a material coudi 
of their prosperity." And again ; *‘ The gradual transfer of 
Indian trade from the English to the Indian manufacturer, w 
appears likely to take place, will be attended with much bitter 
of feeling on the one side, and wdth keen anxiety for the securit 
an ■unexpected success upon the other. The English mimufnct 
’will press with increasing earnestness for the abandonment of 
duly to which he will impute his losses ; and in jiroportion to 
urgency , the Indian manufacturer will learn to value it. *’ 

I 157. The Secrotarj’ of State thus regarded the duty not as a 
Politic! itoetn «r..ii >5 t>*iDg partieuliirly injurious in itscE oi 
ttom co^ittorccsy. to fiTngiancC or to fjvuVa, 6ut fie ■was \ivi 
conscious of the political dangers to which the existence of 
duty gave rise. " Though the duty will not be permanent, 
prolonged existence cannot fail to have serious effects. During 
agitation wliich Tvill precede its abolition feelings of animosity 
both sides will he aroused. It will be represented in India, liowe 
miValccnl)', as a direct conflict between Indian and English in 
cst|^ in which Parliament is being moved to prefer the latte 
'Ana again, “ It places two mauufacturing communities ui 
wlJose well-being the prospeiity of the Empire largely depends, 
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.T po‘?ition not only of oonipMUioii, Imt of poUtioal hoMillty to each 
other.” l-ovc\ Salisbury was but loo true n prophet. 

15S. 'Wlicn, however, the question had once been raised prom- 
nnli„ .lUctol'a. i»™n- ''"“"y iniiiuitactuisra, it 

sistcnt With free trade. woR 'difficult for tlic Secretary of State to 
do otherwise than condemn the duties. Free trade was the accepted 
policy of Great Britain. 7110 duties were attacked on the- ground 
that they were inconsistent with the policy of free trade. In the 
first of his despatches the Secretary of State remarked, “ Parliament, 
when its attention is drawn to the matter, will not allow the only 
remnant of protection within the direct jurisdiction of the English 
Government to he a protective duty which, so far ns it operates 
.at all, is hostile to English manufacturers. ” Later he stated that 
the duty, on general principle, was Imblc to objection “ ns tending to 
operate as a protective duty in favour of a native manufacture. It 
is thus inconsistent with the policy which Parliament, after very 
mature deliberation, has sanctioned, and which, on that account, 
it is not open to Ilcr Majesty’s Government to allow to be set 
aside, without special cause, in any part of the Empire under their 
direct control.” 

• 159. The point of view of the Government of Indianvas that 
YIowb of the aoTcmmcut <‘{TcctiYC competition between British and 
. of India. Indian goods w’as small, only 4 lakhs worth 

of imported goods being in competition with Indian goods, ns 
against 77 lakhs worth which did not compete. In order, -therefore, 
that there might be no suspicion of a handicap on the British manu- 
facturers in respect of this small portion of their goods, the Govern- 
ment of India were being asked to sacrifice a large revenue which,/ 
as they said, in our opinion confirmed by that of the Tariff Com- 
mittee is open to no serious objection, which is levied without any 
difficulty and which is not felt hy the people of India. ” In their 
final despatch of the 25th February 1876 the Government of India 
pointed out that the Secretary of State had mainly pressed upon 
them the desirability of removing the duty for political reasons. 

” It is apprehended that discussions will take place in which the con- 
flicting interests of England and of India will be urged, that Parlia- 
ment will insist upon the repeal of the duties, and that an irritation, 
which would be avoided if the duties were dealt with at once, may 
thus be created to the injury of both countries. Vre trust that 
this anticipation may not be realised, but while we should much 
regret that any such feelings should be excited on the part of any 



92 


CHAPTEE X 


portion of our fellow countrymen at home, it i^ our duty to consider 
the subject with regard to the interests of India ; we do not con- 
stder that the removal of the import duty upon cotton manufactures 
is consistent with those interests. *' 

160. The last word rested with the Home Government, and in 

■n. T„oiniion Oi the Ho'ise o£ Commons passed a 

Uonse cl Conunona, July resolution declaring “ that in the opinion 
of this House, the duties now levied upon 
fiotton manufactures imported into India, being protective in their 
halure, are contrary to .sound commercial policy ; and ought to 
be repealed without delay, so soon as the financial condition of 
India will permit.” 

161. In accordance with these directions the Government of 

FinUtep. iotierep.^ ol Procceaea “ 1878 and 1873 to exempt 

the cotton duties. from duty the coarser kinds of cotton goods, 
60 that imports of all those qualities which could at that time he 
manufactured in India were left free. The financial situation, 
how'ever, was not favourable for the sacrifice of revenue which 
these measures pntailed, and they were strongly opposed both in 
India and in London. Though action was taken by executive order 
under section 23 of the Sea Customs Act and not by legislation,. the 
Viceroy was reduced to the unusual course of overruling the 
n’lijority of his Council, four members of which recorded minutes 
of dissent. “SVhen the case came before the Secretary of State, the 
India Council was equally divided, seven membera agreeing with 
the majority of the Governor-General’s Council, and to secure 
approval of the Viceroy’s action the Secretary of State had to use 
Lis casting vote. 

162. The exemptions granted in 1878 dealt a blow to the whole 

Conpl.t. of n. scleme of general import duties from which 

cotton duties. it could nol recover. It was found incon- 

Venifint and anomalous to maintain duties on some cotton goods and 
not on"others. The exemption of the coarser goods thus gave an 
impulse to the exemption of all. The inevitable goal, 
already indicated by the Secretary of State, was made still more 
unmistakable by a second resolution passed by the ITouse of 
Commons in April 1879, ” that the Indian import duty on cotton 
poods, being unjust alike to the Indian consumer and the English pro- 
ducer, ought to he abolished ; and this House accepts the recent 
reduction in these duties as a step towards their total abolition,' 
to which Her hinjesty’.s Government arc pledged.” But it was clear 
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that if the cotton (hitic<5 were to bo repealed completely, more than 
half the total customs revenue would disappear ; and it vraa doubt- 
ful whether it would be possible to maintain a tarilT when the chief 
article imported from abroad was excluded from its operation. The 
final step was taken in 18S2. In that year not only were the remain- 
ing cotton duties repealed, but the whole of the general import 
duties were abandoned. 

163. Tn 1894 the depreciation in the sterling value of the 
Il.topo.tUonoIoo.lom. ’•uppp had produced n cerioiw cri.ii in (he 

Govemroenl finances, and it became neees- 
. sary to raise considerable eums in fresh taxation. It was decided 
that the best method of securing the revenue required was to rc- 
impose customs duties. But the same forces which had in 1S7S 
impelled the Government of India to the repeal of these diitb's 
rendered the reversal of that policy in 1894 a matter of didlcuUr 
and controversy. While the duties were reimposed at a general 
rate of 5 per cent., the Secretary of State declined to allow any duty 
to he placed on cotton goods. The exclusion of cotton goods from 
the tariff aroused universal opposition from British and Indian 
interests in India, But this halting measure became law by the 
Tariff Act of 1894. 

164. No one could regard this as a final decision, particularly at 

o! MUto “ ‘»"= *'« .(as in 

l»j aa uvgcnt nccd ot additional revenue. Tu 
exeweoninixiayflia. 1894 the Secretary of State, in a com- 

prehensive despatch to the Government of India, defended the posi- 
tion w’hieh he had taken up with regard to the cotton duties. lie 
stated that if cotton duties were to be imposed in India, they must 
be deprived of any protective character. This could be done either 
by exempting from duty those classes of imported goods which com- 
peted with Indian manufactures, or by levying on Indian manufac- 
tures ■which competed with imported goods an excise duly. As it 
was clear that the Government of India would be faced with a deficit, 
they sought to devise some scheme which would yield the necessary 
revenue without departing from the conditions laid down by the 
Secretary of State. The solution was found in an excise duty ou 
such Indian mill-manufactured yam as might be considered to come 
into competition ivith imported yam. It was considered that to 
tax the yarn from which the Indian products were made was as 
effective a measure as to tax the actual cloth, while an excise on yam 
made it possible to differentiate by means of counts between the 
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the subject with regard to the interests of India ; we do not con- 
sider that the removal of the import duty upon cotton manufactures 
is consistent with those interests. ** 

160, The last word rested with the Home Government, and in 
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Xionte et Commona, July resolution declaring “ that in the opinion 
of this House, the duties now levied upon 
fiotton manufactures imported into India, being protective in tlieir 
hature, are contrary to sound commercial policy ; and ought to 
be repealed without delay, so soon as the financial condition of 
India will permit” 

161, In accordance with these directions the Government of 

rfa,s.tcp. talk,,eped «I proceeded in 1878 and 1879 to exempt 

the cottoa duties. from duty the coarser kinds of cotton goods, 
60 that imports of all tliose qualities wdiich could at that time be 
manufactured in India tvere left free. The financial situation, 
how'ever, was not favourable for the sacrifice of revenue which 
these measures Entailed, and they were strongly opposed both in 
India and in London. Though action was taken by executive order 
under section 23 of the Sea Customs Act and not by legislation,. the 
Ticeroy was reduced to the unusual course of overruling the 
n'ajority of his Council, four members of which recorded minutes 
of dissent. "When the case came before the Secretary of State, the 
India Council was equally divided, seven members agreeing with 
the majority of the Governor-General 'e Council, and to secure 
approval of the yiceroy’s action the Secretary of State had to use 
Lis casting vote. 

162, The exemptions granted in 1878 dealt a blow to the whole 

Conplrte ol th. general import duties from which 

cotton duties. it could not TBCOver. It was found incon- 

venient and anomalous to maintain duties on some cotton goods and 
not on'others. The exemption of the coarser goods thus gave an 
impulse to the exemption of all. The inevitable goal, 
already indicated by the Secretary of State, was made still more 
unmistakable by a second resolution passed by the House of 
Commons in April 1879, ” that the Indian import duty on cotton 
goods, being unjust alike to the Indian consumer and the English pro- 
ducer, ought to be abolished ; and this House accepts the recent 
reduction in these duties as a step towards their total abolition,* 
to which Her Hajcsty’.s Government are pledged.” But it was clear 
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finciic'^'j ol yam U'>(.d in tlic productiuii of cloth, it was necessary to 
abandon the former principle of cxemplnitj the goods which were 
believed not to compete with Lancashire, and to impose an excise 
duty on all grades of Indian mill-made cloth. The duty, Ijowcvcr, 
was not applied to the product of the handloom, as it v.'ould have 
been clearly impossible to coUccl sueh an excise. The clTeet of 
placing the excise on cloth instead of on yum was to Kuhject to 
the duty a large amount of Indian cloth the taxation of which was 
really in no way called for by the principle of avoidance of protec- 
tion. As some compensation for this hardship it was decided that 
the rate of the import duty and of the excise duly should he lowered 
from 5 per cent, to 3i per cent. At the hame time the import duty 
and excise on yam were abolished. The proposals met with very 
fctrong criticism in India, and the Government of India did not 
attempt to dhguite the fact tluit the j»eat‘ure nas not rceommendea 
by, them on its own merits, hut v.as pot forward in accordance with 
the decision of the Home Government. In spile of jirotests the 
measure was passed m IhyO, and the cxclw* duty of yj i>cr cent, on 
Indian mill-made cotton cloth wJiich was then inipo>';d rcniaitM in 
^ force to the pre^-rit day. 

100. So far as the Lancashire iiilercsts were concerned, the long 
and troublefeome controversy over the Indmn cotton dutiwf appeared 
to have closed in complete triumph, and it v.as possibly not recognis- 
ed by the vietori bow deeply tbe action taJicn by the Home Oovcni- 
niwit wa>- rct^-nted in Lidm, not merely by iJie nnn-owti'-rs hut by 
the general public. The lapse of lime did not serve to heal the 
wo^d. On tbe conlrarj-, tbe ry»cal of the cotton excise became an 
article of political faith among all tliaden of opinion in India. The 
fetreij'gth of Ibis feeling wa'i shown by Unr n-^olulion moved by th'i 
Hon'Weyir. (now- Sir Manechjee; Dadabhoj in the Jmperi/jl Lcglsla- 
tue Council on the ^Ih JIarch VJll and the practical unanimity vrith 
'■■hich the nou-oflieial memlrir-» d'-manded llial the duty should be 
aVjli-hecL j 

107. In WV) the Govemment of India so far prevailed upon the 
Aiiy that hfjrd Hardmge r/aa 

txy arjfb^,ri--‘-yI to aiinonncc that the •jUf'^lUrtL’* 

raio'd fjy tb" CftWfti dril/‘'!> vrouhj !><; recon- 
sidered after tbe war, while be publicly placed on record the views 
•>1 the Government of India tl«il tbe imi^orl duties on cotton fabrics 
tho^d be rabed, that tbe excise do*y s!.ouM for tbe present remain 
at itj. atfoal Cgore, and th.<t an 8v>afaneo should be given by Hii 
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goods •wliieh did and xvhicii did not compete, and to restrict tlie tax 
to the lormci*. The Govcnnnciit of India, theiefore, vecomnieiided 
to the Secretary of State that a duty of 5 per cent, should be im- 
posed on imported cotton piece-goods and per cent, on imported 
cotton yarn, these being the rates that had been in force in 1875, and 
that an excise duty of 3^ per cent.* should be imposed on Indian mill* 
manufactured yarn of counts above 24s. This limit "svas fixed in 
accordance with tbe conclusions arrived at by Sir James lYestland, 
the Finance Member,, in tbc course of a detailed enquiry into the 
degree of competition between British and Indian cotton goods. He 
held that all counts of 24s. and under were beyond competition from 
England ; and that the competition was confined to G per cent, of- 
the Indian manufactures. The excise duty would fall only on this 
small portion of the Indian trade, and the necessary burden 
would thus be diminished to the smallest possible proportions. The 
Secretary of State accepted the proposals with two modifications. 
In the first place he stipulated that the import duty and the excise 
on yarn should be at the rate of 5 per cent, and not 31 per cent. 
In the second place he stated that his information that British 
goods competed with Indian goods in counts below 24s., and that 
the line should therefore be drawn not at 24s. but at 20s. The 
Government of India, however, were to be given power to rai^e the 
limit of exemption if further cnquiiy proved that it had been placed 
too low. The necessary legislation was carried through in December 

im. 

165. The new duties had been in force only for a short time when 
The excise tramfened strong protests began once more to be 

from yarn to cloth. raised by tlic Lancashire cotton industry. 
Though many of the arguments used by the British manufacturers 
were believed to be overdraAvn, it was decided that in some points 
they had right on their side. It was probably true that the exemp- 
tion of the coarser Indian cotton goods from any taxation created 
a difference in price between the coarser and the finer goods which 
tended to stimulate the demand for the former. It was furtlier 
urged that the excise, whicliAvas a tax upon y.arn, was, when closely 
analysed, lighter than the import duty, which, so far as the British 
trade was concerned, was in the main a tax on cloth. It was 
decided that, in order to meet these objections and to leave the 
Lancashire manufacturers Avitliout any ground for complaint, the 
Indian excise should be imposed on cloth and not on yarn. As it 
was practically impossible to distinguish ■with any accuracy the 
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fiiicncs'j o£ yarn used hi llic produclioii oE cloth, it was necessary lo 
abandon the former principle of exempting the goods which weie 
believed not to compete with Lancashire, and to impose an excise 
duty on all grades of Indian nnU-iuadc cloth. The duty, hoi\cvcr, 
was not applied to the product of the Uundloom, ns it would have 
been clearly impossible to collect such an excise. The effect of 
placing the excise on cloth instead of on yarn was to subject to 
the duty a large amouut of Indian cloth the taxation of which was 
really in no %Yay called for by the principle of avoidance of protec- 
tion. As some compensation for this hardship it svas decided that 
the rate of the import duty and of the excise duty should be lowered 
from 5 per cent, to 3J per cent. At the same time the import duty 
and excise on yarn were abolished. The proposals met with very 
strong criticism in India, and the Government of India did not 
attempt to disguise the, fact that the measure was not rccommcndoa 
by them ou its own merits, but was put foiunnl iu accordance with 
tbe decision of the Home Government. In spite of protests the 
measure was passed iu 189G, and the cxci'sc duty of per cent, ou 
Indian mill-made cotton cloth which was then imposed iciuuiiis m 
, force to the present day. 

16G. So far as the Laucashac iulercsts weic concerned, the long 
and troublesome controversy over the Indian cotton duties appeared 
tohave closed in complete triumph, and it was possibly not lecognis- 
cd by the victors how deeply the action taken by the Home Govern- 
ment was icBCiited iu India, not merely by the miU-ounois but by 
the general public. The lapse of time did not serve to heal tbe 
Wound. On the contrary, the r^cal of the cotton excise became an 
article of political faith among all shades of opinion iu India. The 
strength of this feeling was shown by the lesolutiou moved by the 
Ilon’ble Mr. (now Sir Maucckjcc) Dadabhoy m the Impeiial Legisla- 
tive Council o’n the 9tU March 1911 and the practical unanimity W’ith 
which the nuu-ofiicial membcib demamlcd that the duly should be 
abolished. ^ 

1G7. In 1916 the Government of India so far prevailed upon the 
iMtcaso of tho import daty Goveiiimcut that Loid Hardinge was 

without tny incrcaso of the .UitlioiiMKl to aimouucc that the questions 
raised by the cotton duties would be recon- 
sidered after the war, while he publicly placed on record the views 
of the Government of India that the import duties ou cotton fabrics 
should be raised, that the excise duty should lor the present icmaiu 
at its actual figure, and that an asxuiaucc should be giveu by Uis 
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Majesty’s Government that the excise duty would be abolished as 
soou as financial cousidcralioiis permitted. But the Home Govern- 
mcnt was not prepared in the middle of the war to revive old contro- 
versies by disturbing the equality of the import and 'excise duties. 
Consequently though under the stress of war expenditure the general 
rate of the tariff was raised from 5 to 7J per cent., the cotton import 
and excise duties remained at the old rate of 3i per cent. In the 
following 3 'ear, however, when still further revenue had to be obtain- 
ed, the British Government agreed to the proposal that the cotton 
duty should be raised while the excise duty remained at its old figure. 
The cotton duty was accordingly raised to the general level of 
per cent., the excise remaining untouched at 3J per cent. In 1921 
the Government deficit was on an unpi'ceedented scale. The geueial 
rate of duties was raised from 71 per cent, to 11 per cent., and the 
duty on cotton goods uas also raised to 11 per cent., the excise re- 
maining as before at 3^ per cent. 

168. It is clear that the .situation was profoundly modified in 

« , , , 1917, and still more in 1921, when a direr* 

Fedms in luOii ’ , , . ^ i 

gcnco, which now amounts to 7i per cent., 
was permitted between the rate of import duty and the rate of 
excise. The rcpicsontativcs of the Bombay Millowuers Association 
as well as» individual miUowuers in Bombay informed us that this 
margin affoidcd sufficient jirotcetion to most branches of the industry, 
and a similar view ^^as cxpicssed in the recent debate on the budget 
ill the Legislate e Assembly, when it was decided to maintain the 
difference of per cent, in the current year. It might therefore 
have been expected that the changed conditions would Lave been 
reflected in a change in Indian views, and that the hostility to the 
excise duty, ivheu it Lad ceased to be fully countervailing, would have 
diminished. But we shall have written this chapter in vain if we 
have not made it clear that the Indian cotton excise duty cannot be 
dealt with purely on economic grounds. The whole question is per- 
meated with suspicion and resentment ; aud these feelings have been 
kept alive by the action taken by the leprescntatives of the Lanca* 
idiire cotton industry in 1917, in 1921 and again within tlie last few 
months, to trj’ to .secure through the Secretary of State n reversion 
to the system which their influence had for so many years imposed 
upon India. IVliile these -representations are being made, while 
the political influence of an important industrial bodi’ in Great 
Britain is being directed to the restoration of a system which is 
believed in India to be based on no higher grounds than the selfish* 
wss of bueiness interests, it is impossible that this question should 
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Teccivc impartial consideration. Some witnesses, it is true, liavo 
defended the duty on economic grounds in accordance with the 
principles stated in the preceding chapter, but tlie great majority, 
both Indian and European, have demanded its abolition. Prominent 
Bombay industrialists however,* like Sir Vithaldas Thnckcreoy, 
Mr. J. A. Wadia and Jlr. MnnmoUandas Ramji, made it clear that 
th^ir objection to the cotton excise duty was one of principle, that 
they resented Iho manner in which it was imposed and the purpose 
it was intended to serve. The general feeling was perhaps l)est 
‘ crystallised by Mr. Parshotamdas Thakurda?, Chairman of the 
Indian Merchants’ Chamber and Bureau, who said that with the 
duty abolished India can * begin with a clean slate,’ and on that 
slate she can -write what her own economic interests dictate. It 
is useless to ignore the part that sentiment plaj's in liuman affairs, 
even in such material matters ns taxation. Bacon drew attention to 
this characteristic in his essay on ‘ The True Greatness of Kingdoms 
and Estates ’ when he wrote that “ taxes levied by consent of the 
estate do abate men’s courage less : os it hath been seen notably in 
the excises of the Low Countries.” The charge against the cotton 
excise of India is primarily and essentially that it lias not been levied 
'* by consent of tlic estate and the claim is that, till that consent 
is freely given, the excise should not be levied. 

169. "We recommend therefore that the existing cotton excise 

Action j" 

associations, be unreservedly condemned, 
and that the Government of India should frankly cxpi*ess their 
desire to ” clean the slate.” The best method of carrying out this 
process *is a difficult question, to which we have given long and 
anxious consideration. The first essential step appears to us to be 
that the British Government should aimounco its intention of allow- 
ing the Government of India to decide the question in agreement with 
the Indian Legislature. This would be iu accordance with the recom- 
mendation of the Joint Select Committee on the Government of India 
Bill cited in Chapter I of this report. If India had possessed in 
1878 and in 1894 the measure of fiscal liberty wliich lias now been 
conceded to her, the controvert which we have recorded could not 
have arisen, for the contest w’as not between the Government of 
India and the Legislature, but between the Government of India with 
the whole country behind them and the Home Government. But 
even when this point has been concetlcd the solution of the question 
will not be easy. We recognise the present financial di/nculties of 
the Government. Wc realise that the cotton excise duty brings in q 

P 
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revenue of over 2 crores of rupees a year. AYe realise also that to 
abolish tlie excise duty while leaving the import duty at its existing 
level of 11 per cent, might have the effect of contravening the 
principles of taxation which we have evolved in the preceding 
chapter, and of sacrificing a source of revenue without affording to 
the masses a corresponding reduction in the cost of their clothing. 
These considerations should, Ave hold, be put clearly before the 
Indian Legislature. 'We believe that both the Government and the 
countr}* can safely repose their confidence in its judgment and 
patriotism, and that when all the factors have been duly tveighed and 
discussed, the Government and the Legislature Arill be able in agree- 
ment to decide Avhether the excise duty should be abolished forth- 
Avith, or Avhelher it should be continued for a time, and if so, on what 
conditions. Our confidence that such an agreement Avill be reached 
is strengthened by the history of this question, Avhich sboAVS that 
throughout the controversy the GoA-emment of India and Indian 
public opinion have been at one. 

170. The course of action we propose would haA'e tJie effect of 
proA’iding the clean slate which public opinion demands, and woitld 
meet the claim that, without the “ consent of tlie estate ” freel.'* 
given, tlic eotton excise duty should not be IcA’ied. "When the slate 
has been wiped clean it will be for the Government and the Legis- 
lature in agreement to decide what new xrriting. if any, should be 
made upon it. The procedure Avhich would enable this decision to 
l)c made Avould be ns follows. The Tariff Board should be directed to 
examine at the earliest possible moment the claims of the Indian 
cotton mill industrj’ to protection. This enquiry forms an indis- 
pensable basis for a decision as to the future treatment of the 
industry. After consideration of the report of the Tariff Board the 
Government and the Legislature aviII be in a position to decide what 
rate of protection, if any, is required by the industry. If the rate 
of duty thus determined is snflicient to meet the reA enue necessities 
of the country, no question of an excise duty will arise. If on the 
other hand the GoAcrnment hold that their rcA'cnue requirements 
make it obligatory to levy taxation on cotton cloth in excess of this 
amount, it Avill he necessarj* for them to formulate proposals in 
accordance Avith the principles Ave have explained, and to lay these 
proposals before the LegislatAire. That body Avill then be in a 
position to decide the real point at issue, Avhich will no longer be a 
matter between Bombay and Lancashire, hut between the Indiaq 
producer and the Indian consumer. 
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171. In racing our rcconimciKlntiniis i-rgunlitig llic cdtton exci*:*} 
, .. L tlwtv wc Imvc not overlooked tlic fnct thnt 

Effect on the handloonj , 

indnehy of the eboiitionof fit tlic present moment Ihc duty opcrrtlcs 
the cotton eieiie. boinc cxtcnt n9 n protection to the hand* 

loom industry. We fully realise the importance of the handloom 
industry, and we would welcome the grant of assistance to it. But 
there arc many other way.s besides (he indirect method of an c.xcise 
duly on mill goods, by which the handloom industry may 
be encouraged. The organisation of co-ojmrntive vocietics, wliich 
would enable the handloom weavers to buy their raw materials at a 
reasonable cost and in suflicicnl (lunntily and to dispose of their 
products at a reasonable price, would help the industry in our 
opinion far more than the continuance of the excise duly ; and we 
cannot recommend that a duty of this nature should be maintained 
merely because of the indirect cITect wliieli it may has e on the hand- 
loom industry. At the .same time we feel (hat the abolition of the 
excise duty would make it a matter of special importance thnt the 
handloom industry should not be injured in any inoidablo way ; 
and in this connection wo rccoiniuend that tlio eirect of the import 
duty recently imposed on cotton yarn should be scrutinised with 
the greatest care. 
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CHAPTER XI. 

Export Duties. 

172. Export duties have found a place in the Indian tariff from 

, , . , early days, and though after 18G7 they 

xjioi u leB in n la. disfavour, they have been to soine 

extent revived in recent years. At present there arc export duties 
on rice, on raw and manufactured jute, on tea and on raw hides 
and skins. 

173. An export duty falls on a commodity which is destined for 
Inoitienco of an expoit world’s markets. It may he considcr- 

cd, so far as external trade is concerned, 
as raising the cost of production of that comioodity. Now this 
increased cost may raise the price of the commodity in the world's 
market, in which case it falls on the foreign consumer, or the world 
price may remain the same, in which case the increased cost simply 
reduces the profits of the home producer. Which of these two 
results is the more likely to occur depends on the extent to which 
the world price is' fixed by the cost of production in the country 
which imposes the export duty, and this in turn depends on'the pro- 
portion which the supply derived from this country bears to the 
total supply in the world market. If the proportion of the world 
market supplied by the country imposmg an export duty is small, 
that supply will ordinarily have to accommodate itself to the other 
factors which fix the world price. The increase in the cost of 'pro- 
duction which ia represented by the export duty will not be. passed 
on to tbo foreign consumer, and the export duty will be paid by the 
home producer. This result tends to become less certain as the pro- 
portion of the total market supplied by the country imposing the 
export duty increases. But only in the case of an absolute monopoly 
for which the demand is stable can it be asserted generally that the 
world price will be raised by the full amount of the export duty, 
and that therefore the whole export duty will be paid by the foreign 
Tendency Jo /all os i),o consumcp -aud* iionc o£ it by the home pro- 
i.ome prodoccr. duccr. All absolute monopoly,' however, foe 
which there is a btable demand is of-rarc occurrence ; and it may, 
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tlicrcforc, be taken aa the general rule that home portion, if not the 
>yhole, of an export duty falls on tlic homo producer. ^YllCll an 
export duty falls ou the home producer, it uaturally has a tendency 
to reduce the production of the commodity on which the duty is im- 
posed. - The generally injurious effect of an export duty on 
the producer is recognised in the constitution of the United ytntcs, 
which prohibits absolutely the imposition of export duties. This 
provisiou was inserted at the instance of the agricultural Southern 
States, uhich wished to provide a complete safeguard against the 
sacrifice p£ their interests to those of the other States. 

174. We have referred above to the possibility of an absolute 
stonopili.. Ol “oiopo'y. It would perhaps bo more cor- 

<l«ereeg of ettengih, hot rcct to Say that no monopoly is absolute, 
»»rjja«)adiUoii4h (Jgpcndcjjt qq certain con- 

ditions, though in some eases the probability of those conditions ceas- 
ing to exist is remote. Various stages of monopolistic strength may 
be indicated. At the lowest stage would come monopolies which arc 
hardly more than nominal, commodities for which obvious substi- 
tutes exist or alternative sources of supply could easily be developed. 
Of such a nature ore many of the oilseeds of India which are some- 
times loosely described as conslilutiog a monopoly. For instance, 
castor seed, though exported solely from India, could, it is believed, 
he grown without difficulty in other parts of the svorld. Ground- 
nut again, of which India produces nearly one-half of the world’s 
exports, is a crop the production of which could easily be stimulat- 
ed to a large extent elsewhere. Or to take the case of inter- 
changeability, though mowra seed may be a monopoly of India, it 
IS probable that a satisfactory substitute could be found if mowra 
seed became difficult to obtain. Another somewhat similar instance 
is provided by myrabolams. These are produced only in India ; 
hut they form merely one of a number of possible tanning materials, 
find though no doubt they have their own peculiar excellence, there 
Is no assurance that, if the price were increased by an export duty, 
tanners would not turn to alternative m.aterials. In the case 
even of such apparently Avell-entrcnched monopolies ns jute 
and lac it must not be forgotten that the monopolies are not 
Unconditional. In the case of jute, for instance, if the price were 
taised considerably, the result would be n tendency to employ more 
freely already known substitutes suth as paper or cotton materials j 
or there might be a considerable icdiicliou m demand through the 
uiore extended use of bccoud band biivKs , or ciieouragcmcut might bo 
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given to bulk hnnilling, which uoultl dibiicnse- with the use of sicks 
altogether ; and in every case there is the danger that an increase 
in the price of the monopoly stimulates the search for. new 
substitutes. 

175. Our general conclusion, therefore, is that ordinarily an 
Concineion leffardmff in- export duty tcnds to fall on the home pro- 
cidence of export doties. ducci* aiul cou'sequentlv to discourage pro- 
duction, except in the case of a monopoly ; that even monopolies 
are endangered bj’ any considerable rise in price ; and' that 
therefore a heavy export duty even on a monopoly may be paid 
in part by the home producer as a preferable alternative to risking 
the loss of the inonopol 3 ’ bj* an attempt to pass on the 'whole of the 
dutj' to the consumer. 

17G. Apart from the question of incidence there is a general 
ISect on the balance of objoctiou to export duties which in the 
case of India deserves special notice. Ex- 
port duties tend to dimiuisb exports and tJius to produce an adverse 
olTect on the balance of trade. If this effect is pronounced, it may 
cause for a time at least difficulties iu regard to the foreign 
exchanges. 

177. Export duties in India are frequently advocated both for 

^ purposes of protection and revenue. We 

rotcotiTo export a wj proceed in the first place to examine in the 
light of the conclusions staled above the policy of protecting in- 
dustries bj* the imposition of export duties. It is not denied that an 
export duty may form a potent method of protecting an industry. It 
cither raises the cost of the raw material in foreign countries or 
dcpresscs^thc cost of the raw material at home. In either case the 
home manufacturer has the benefit of getting his raw material at a 
lower cost than his rivals abroad. The peculiar characteristic of a 
protccti\-c export dutj’ lies in the fact that the protection operates on 
the raw material of the industry, and therefore places the whole 
foreign product at a disadvauiage, whereas a protective import duty 
merelj’ affects such portion of the foreign product as would ordinarily 
come to the protected market. 

178. This characteristic tends to produce a special feeling of 
Tbeir nupopui.wty ia resentment in those countries which make 

foreign conntrjca. the raw material on which the export 

dutj' is imposed, particuharly in cases iu which the imposition of 
tlic cxpoit duty raises the price of the raw material iu foreign 
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WTintrie<!, The followjn" oxlrart from n r<’port by lln* l>onniin.’ 
Seclion of the ProviMonnl l>o«omic niul Kiimnciiil ('(iminittcc (if 
the League of Nation*;, (fated the 12lh September 1921, kIvc* foin'* 
idea of the general feeling cm the Mibject* 

'* But it is not less incontestable Unit raw miiteriiils prodnei'd by 
one countrj' being in many cahcn cvsf’ntial to the ceonoinlu 
life of other States should not, iinlesK in cxfi-ptlriMHl enHi'H, 
be the object of restrictions or «T diffiTcntinl regnlatbniH 
of such a nature ns to injure the piodnetion of hiicb Rliitcn, 
or to impose on them a systematic iiifejjority. It |h iimb-slr. 
able, particularly, that ineanurcs of rcslrlr'lloii liiheii by 
producing countries to niei-t exeepiioniil nIHiiiIIhiis 
should be so prolonged or (ill«*re*l «n to, eliitrige llii'li' 
character, and from b‘*ing nctn of prcetiution or defi'iH'i* 
to degenerate into measures of eeononil'' «|/gre«-sloii," 

179. Rut the main objection to n proledivo expoil duly jn pul 
Iniw to the lom<» f‘''‘bO'' of rcM-nlmcOl )( jimy oremdop 

producer. }il»roa<l. so iimk'Ii ok iIm* i-conojole Iobn It 

causes at home. Tt is generally rceogulscd ilmt h jnoieciJvit linport 
uuty imposes a burden on tlic eountry. It }» sooictliiicH i|ioii[j)il tliitl 
? P’^otcctive export duty, because it does* not mJiiM< i|ii« ciiiiniintoi', 
imposes no burden on tlif* country. Tin* tndb Is that || liupoaen n 
hurden of a much rnor" obj'-ctioimble chnrfletcr, U tiixca prmliiullon 
instead of consumption. 

180. There is a further disadvaniaKc in the device nf jnnU'v'tbui 
Tondenej oI prot^^tlr* meJiMS of expOJt dllliei, A HKUdl export 

«*poTtdutj6*tobejjVti. rlutv may be j)rneileally hnnidfei to tins prn- 
(lucer. It is possible tljal s<>ioe portion of U. nod when ilm duly js 
small this may bi* a barge tnoporlion of tin* whole, will not full 
directly on the producer, It is wlien export duties heeoin« Jienvy 
‘hat they tend to becom*' unfair and ‘*veti dieftstmus to tin* pvodueev. 

a protective cxjiort duly needs to be fairly heavy if it is to Im 
elective. Tin* cost of ihe row material forms only a part of the cost 
of the finished article. To produce ft given differeoee m the cost 
of the finislied article, it js neci-ssaiy to pul a iieaviei duly on tlu' 
1‘aw material t)ia«i the duty jt would be necei>«my in plaee no ilin 
finished article. Wlien export iliitjcs are uwd for pintcntiva pur 
poses, therefore, the lendi-ui'y mu^t always he to inipose emiiparnlively 
fiigh rates, and siicli rales will aliaoet juvaindily ho a fierioua huid>’li 
on the producer. 
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181. It is clear lliat tlic consulerations pointed ont atove make 

Prolcctiv, doliM imposition o£ ri protective export dutr 

on monopoiici. ill tljc casc of an article ■which is not a mono 
poly, and where therefore the burden will fall on the prodacer, 
entirely iiulofcnsible. It might however be argued, and it has 
actually been suggested in the casc of lac, that a protective export 
duty may be placed on a monopoly -without any injury to the pro- 
ducer of the Indian raw material and with benefit to the Indian 
industry. Even in such a case, however, we do not recommend the 
imposition of an export duly for protective purposes. As we have 
just explained, a protective duty to be effective roust usually be at a 
comparatively high rate ; and wc have already dealt with the dangers 
arising to any monopoly from the imposition of an export doty at 
a high rate. Even in the case of monopolies therefore, in which there 
is a reasonable probability that tlic export duty wifi not fall on the 
Indian producer, we cannot recommend that an export duty should 
be imposed for purposes of protection. 

182. "We hold therefore that export duties should not bo impo''C<l 
... i, ,, t, for the purpose of protecting industries. 

itopowl* f!)V‘*fOTMne Thc question then remains to what extent 
poM» only, o^nemi prinei* {{,<»>• mav legitimatclv he imposed for the 
jiiei to to snpiul. a . . ^ . 

purpose of raising revenue. Our mam prut- 
ciplc is that it is not justifiable to penalise the Indian producer by 
an export duty, and that consequently such dutie.s should only he 
imposed when tlierc is a reasonable probability that the tar will fall 
mainly, if not entirely, on thc foreigner, and when there is no appre- 
ciable danger that the production of tlic commodity in India will be 
affected. From this principle wc deduce thc rules that export duties 
for revenue purposes should be employed .sparingly and with great 
caution, that they should be imposed only on articles in which India 
has a monopoly or semi-monopoly, and that in every case the duties 
should be moderate. ^ 

183. Some of our witnesses have minimised thc dangers of export 

Dftnrcf that *tr»d9 may bo dutics and Iinvc suggested that if an export 
mtnoJ by an export Uoty. i^jposed is found to he 

injuring an industry it can then be taken off. In our opinion this 
is a .superficial view. The great danger of an export duty is that if 
once by means of it the market is lost, the trade may be permanently 
ruined. It may never be jmssiblc to repair the injury inflicted. An 
'n,«A..A„r Ulu'.trution of such a result from thc tariff 

history of India is w’orth recalling. In 1 SCO 
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ihe moderate export dnlr of 3 per cent, on wltpctre raised to' 
Rs. 2 a maund (which was ronjjhty cqnirnlcnt to 20 per cent, fld 
volorem), on the frronnd that ealtpetrc was a practical monopoly of 
India. Only a yp.-\r later the Benc.il Chamber of Commerce in 
applyin" for the repeal of the duty atitcd that " under the protec- 
tion of the hich prices at which y.iltpetre is in consequence of this 
daty laid down in foreign markets, the mannfneture of artificial 
saltpetre has been commenced on n targe scale.” In 18G2 the Oov- 
eminent of Bengal pare it ns their opinion that the export duty was 
forcing forward artificially n riral prodnetion. The Government of 
India, however, remained iineonvineed until IPfifi, when the duty was 
reduced to Be. 1 a mannd. By IPCfi it was generally admitted that 
the trade was in a very preennons condition, and the dntv wag 
finally removed altogether in 1867, the export of s.altpctro having in 
the meantime fallen to less than one-third of the quantity exported 
before the high duty was pnt on. Speaking in 1880 Sir .John 
Strachey said, " Export duties enjoy the credit of having ruined the 
Indian trade' in saltpetre. They were taken off when it w.is too late 
to repair the mischief.” The lesson of this duty should not ha 
forgotten. 

184. ^e have stated generally the principles which we consider 
No ■ objection to emaU ^^o^ld be applied With regard to export 

cenes, duties in India, and we now proceed to con- 

sider in. the light of those principles the existing export duties and 
others which have been suggested to us. We 4iave not referred to 
small cesses, such as those on tea and lac, which, while levied on 
exports, do not go into the general revenues, but are devoted solely 
to the improvement of the indnstries on which they arc placed. It 
IS obvious that, being levied wilU the consent of the producers and 
for their benefit, they cannot lie open to the ordinary object ions which 
^Pply to export duties. 

185. "We have had no complaint about the export duty on raw 

^ and mnnuCaetured jute. This duty does not 

« u 7 on jute, transgrcss our principles, for it Is imposed 

for revenue purposes only, it is imposed on n monopoly and the rate H 
moderate. So long as these conditions remain, wo neo no ohjoetlou 
to^ the continuance of the duty. 

186. Some witnesses have auggestod thni tin osixu'l duly hli(»uld 

duU on raw he placed OH VnW oolloh. of uMi’h VoVy liU'lt*- 
cotton con<li?mncJ. (|iiiiiilitleH. Iltllfnillting to roiiir'lldll[f HltO holl 
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181. It is clear that the considerations pointed ont above mabe 
Protecti.B eiport arfiei imposition of ’ a protective export duty 

on monopoliea. in the case of an article ■which is not a mono* 
poly, and where therefore the burden will fall on the producer, 
entirely indefensible. It might however be argued, and it has 
actually been suggested in the case of lac, that a protective export 
duty may he placed on a monopoly without any injury to the pro- 
ducer of the Indian raw material and with benefit to the Indian 
industry. Even in such a case, however, we do not recommend the 
imposition of an export duty for protective purposes. As we have 
just explained, a protective duty to be effective must usually be at a 
comparatively high rate ; and we have already dealt with the dangers 
arising to any monopoly from the imposition of an export duty at 
a high rate. Even in the case of monopolies therefore, in which there 
is a reasonable probability that the export duty will not fall on the 
Indian producer, we cannot recommend that an export duty should 
he imposed for purposes of protection. 

182. "Wc hold therefore that export duties should not be imposed 

^ j « V ^A u purpose of protecting industries. 

imposer for ”eT«iiue par* The question then remains to what extent 
pieiUbo'ft" they may legitimately be imposed for the 

purpose of raising revenue. Our main piin* 
clple is that it is not justifiable to penalise the Indian producer by 
an export duty, aud that consequently such duties should only be 
imposed when there is a reasonable probability that the tax will fall 
mainly, if not entirely, on the foreigner, and when there is no appre- 
ciable danger that the production of the commodity in India will be 
affected. From this principle we deduce the rules that export duties 
for revenue purposes should be employed sparingly and with great 
caution, that they should be imposed only on articles in which India 
has a monopoly or semi-monopoly, and that in every case the duties 
should be moderate. ^ 

183. Some of our witnesses have minimised the dangers of export 

Danger tliat ft trade may bo dutics and have suggested that if an export 
tuiaod by an export Uaty. imposed is found to be 

injuring an industrj' it can then be taken off. In our opinion. this 
is a superficial view. The great danger of an export duty is that if 
once by means of it the market is lost, the trade may be permanently 
ruined. It may never be possible to repair the injury inflicted. An 

ThecMoof Bxltpctre illustration of Such a result from the tariff 
history of India is worth recalling. In 38CO 
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the moderate export dnty of 3 per cent, on saltpctr*' wai raised \6 
Rs. 2 a maund (which was roncMy equivalent to 20 per cent, cd 
valorem), on the pronnd that ealtpetre was a practical monopoly of 
India. Only a year later the Benwl Chamber of Commerce in 
applying for the repeal of the dnty stated that “ nnder the protec- 
tion of the hiqh prices at which Faltpetrc is in consequence of this 
dnty laid down in foreign markets, the manufacture of nrtificial 
saltpetre has been commenced on a lartre .•'cale.*' In 16G2 the (lov- 
emment of Bengal gave it a? Iheir opinion that the export dnty was 
forcing forward artificially a rival production. The Government of 
India, however, remained nneonxineed until IPfifi. when the dnty was 
reduced to Be. 1 a mannd. By ISfifi it was cencrally admitted that 
the trade was in a very prce.arions condition, and the dntv sms 
finally removed altogether in 1867. the export of saltpetre having in 
the meantime fallen to less than one-third of the quantity exported 
before the high duty was pnt on. Speaking in ISSO Sir •Tolm 
Strachey said, “ Export duties enjoy the credit of liaving mined tho 
Indian trade' in saltpetre. They were taken off when it was too late 
to repair the mischief.” The lesson of this dnty should not ho 
forgotten. ^ 


184. have stated generally the principles which we consider 
-Vo'ebJsffKoa to mail should bc applied with regard to e.vport 
ceases. duties in Tiidin. and we now proceed to con- 

sider in. the light of those principles the existing export duties and 
others which have been suggested to ns. "We iiave not referred to 
Huall cesses, such as those on tea and lac, which, while levied on 
exports, do not go into the general revennes, but arc devoted solely 
to the improvement of the indnstri«‘s on which they are placed. It 
15 obvious that, being levied with the consent of the producers and 
for their benefit, they cannot be open to the ordinary objections which 
apply to export duties. 


185. "We have had no complaint about the export duty on raw 

_ and manufactured jute. This duty does not 

e n*jon jute. transgress our principles, for it is imposed 
for revemie purposes only, it is imposed on a monopoly and the r.ste is 
Moderate. So long as these conditiona remain, we see no objection 
to^the continuance of the duty. 

186. Some witnesses have suggested tliat an export dnty should 

Pro ogii d t cotton, of which verj’ large 

Cotton condemned quantities, amounting to something like hall 
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the total Indian production, are exported. The proposal has been 
advanced mainly on the ground that such a duty would yield an 
appreciable and much needed revenue. But we consider that on the 
principles we have laid down the imposition of such a duty is not 
admissible. Indian cotton is neither a monopoly nor a semi-monopoly. 
Japan at the present moment buy.s cuormous quantities of the Indian 
short staple cotton, but she .also uses a large amount of American 
long staple cotton. The proportion of Indian to American cotton 
consumed in Japan depends to some extent on the comparative cost._ 
A rise in the price of Indian cotton w'ould therefore tend to decrease 
the Japanese demand. It must also be remembered that the growth 
of short staple cotton is being developed, both in Korea and China. 
Apart therefore fi’om the question of the proportion of short staple 
to long staple cotton consumed in Japan, it would be most dangerous 
to assume that India has a semi-monopoly in the supply of even the 
short staple cotton. "We consider that an export duty on cotton 
would fall on the cotton producer in India and would have the effect 
of discouraging tlio production of cotton. 

187. An export duty of Rs. 1-8-0 per 100 lbs. was imposed 
on tea in 1916 with a view to obtain increas- 
e Qtf 00 revenue which was urgently required. 

The financial situation has since then been such that the Government 
have never been able to contemplate sacrificing tlie revenue which 
this duty yields. The export duty on tea should be treated in accord- 
ance with the general principles we have laid down. It has clearly 
neen imposed for i^cvenuc only, and the rate is moderate. But it 
can hardly be said to comply with our thiul condition, namely 
that tlie article should be a monopoly or a semi-monopoly. It is 
true that an export duty is imposed in Ceylon at the same rate n.s 
that levied in India, and that in 1919 India and Ceylon between 
them provided 67 per cent, of the tea exports of the world. But 
tea is a highly competitive product, and it is clear that India and 
Ceylon ai*o not able to impose their terms on tlie marlcet. The 
production of tr-a in Java has increased very rapidly in recent years, 
and in the markets in which it meets Indian and Cej'lon tea has 
been to some extent displacing them. This 'tendency i.-. most clearly 
marked in Australia, where Java, which in 1912 supplied only 12 
per cent, of the market, supplied in 1919-20 as much as 41 
per cent. In the United Kingdom also in spite of the preference 
granted to Empire teas the proportion of tea imported from Java 
remains appreciable. Java tea - makc.s its way in virtue of i{s 
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cheapness. It is tlicrcrorc inexpedient to linmlicap Indian tea by an 
export duty at liowc\cr low a rate. ^S’^c hold therefore lhat Iho 
export duty on tea should be removed. 


188. The one export duty in India which still survives from the 
. time when nearly all articles were subject to 

e a I on nee. duties IS thc cxport duty on rice, which 

has stood for many years at thc rate of 3 annas per mairnd. 
The duty is certainly moderate, and with thc rise in thc price of rice 
has hecomc increasingly moderate. It is imposed solely for revenue 
purposes. But here again as in thc case of tea the question arises 
whether rice can bo regarded as a semi-monopoly. India coutrilmtes 
approximately 50 per cent, of the total rico export of the world, 
thc only other countries of serious importance os rice exporters being 
Indo-China and Siam. Both these countries impose export duties on 
their rice, and therefore in comparison with IJicm Indian rice cannot 
bo said to bo at any disadvantage. It is probable that, ns these three 
countries between them proxide some 90 per cent, of the rice exports 
. of the world, and all three impose export duties at somewhat similar 
‘rates, these export duties arc passed on to thc consumer, aud do not 
affect to any appreciable extent the producer. It is noteworthy lhat 
in Burma, which is the source of nearly all the rico exported from the 
Indian Empire, no objection at all was raised before us to thc con- 
tinuance of the export duty; and it appeals to be gonernlli’ believed 
in Burma that the duty is so iuiall that it is not felt by the cultivator. 
In these circumstances ^^c consider that there is no necessity to re- 
commend the abandonment of this longstanding source of rcx’cnuc. 


189. The 

Snggegled duty 


question of imposing an export duty on wheat for 
^ ^ revenue purposes or as a means of regulat- 
ing prices 13 dealt with in the next chapter. 


190. It follows from the principles we have laid down that we 
Tli« duty on raw tides cannot approve in i^s existing form the ex- 
and sVma. port duty on raw hides aud skins which was 

^ 0 * wrong rnaopie avowedly imposed for protective purposes. 

This first experiment of thc Government of India in protection fol- 
lowed, in our view, a wrong method. If the tanning industry re- 
quires protection this should be given by an import, and not by an 
export, duty. We are aware that thc cxpcriineul was introduced at 
a most unfavourable moment, and that the export duty was not the 
main cause of the depiession that has o%crt.iken the export trade. 

Bu{ our objection to the duty is based on principle. And we think 
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that events have illustrated the bad effects arising from the adoption . 
of a woug principle. 

191. "We need not lay sti’css on the fact that there are fe^Y indica-' 

Cl.) injory caoEBd to Ih. that the duty has brought to the 

producer. tanning industry . the benefits ■which were 

anticipated. This poverty of results may be due to the exceptional 
conditions which have prevailed in the tanning industry all over 
the world during the last few years. But there can be no doubt 
that the duty has, as -we should have expected, injured the producer 
and served to aggravate the depression in the export trade. We have 
received evidence that the duty has been particularly injurious to 
the trade in low quality hides, which as a matter of fact the Indian 
tanners do not require. The Indian tanners wish to retain for 
themselves tlie high class hides, for which, even with the export 
duty, there is*s>omc demand abroad. But in order to obtain this 
advantage, the tiade in low quality hides, which depends almost 
cntiiely on export, has been seriously injured. The depression in 
price caused by the export duty, added to the natural world depres- 
sion in price, has resulted in many cases m making it unprofitable 
to collect the inferior hides at all. We have rcceivetl evidence that 
the liidcb arc frequently allowed to rot on the carcasses, and that 
in consequence of the low prices, which have undoubtedly been 
accentuated by the export duty, a source of wealth, in the aggregate 
not iiicoiiaidciablc, has actually been destroyed. 

192. It has been suggested to us that one effect of the export 

(»0 poaeible effect on by making the sale 

ciittio eUnghter. q£ hides unprofitable to reduce the number 
of cattle slaughtered, and that from this point of view the duty has 
bad a beneficial effect on the country generally. It is however by no 
means clear that the duty has had any effect in reducing the number 
of cattle slaughtered. We have already pointed out that the demand 
for the high class hides, which arc derived from slaughtered animals, 
1ms been comparatively less affected, and that the main can've of the 
smaller supply of hides was that the hides were not collected from the 
yalllo which died a natural death. Yfc do not propose to enter into 
a discii'?sion of the contentious subject of cattle slaughter in India, 
or to consider whether the country is really in a position to support 
more cattle than it po‘>s’es‘;cs, and whether it is advantageous to keep 
alise a number of cattle which are economically of small value. Wc 
T\-ould only point out generally that the argument regarding the effect 
on cattle slaughter was never mentioned when this duty was 
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originally impo'^ccl, that the cfTect of the duly on the number of cattle 
Blangbtercd is problematical, and that a broad issue of this jwturc 
cannot be decided merely on tlic consideration of a subsidiarj' effect. 

193. y^a hold therefore that, ao far ns the export duty on hides 

w pw.bn.lj tb.t . r ■"•“‘''ll “> protective, it 

ia»ll rercoue daty on skins cannOt bc JUsttflcd. But tVO tCCClVCd 0 

migUbe justified. Certain amount of evidence to the effect that 

Indian goat skins formed a acmi-monopoly. It is possible therefore 
that a small revenue duty on akhis could bc justified in accordance 
u-ith our general principles. This is a matter which might bo en- 
quired into by the Tariff Board. But the duty on hides should bo 
abolished in any ease, 

194. Many witnesses have advocated the imposition of a prolcc* 
Proposed duly on oilseeds tivc cxport duty on oilseeds. The iirgu* 

egadeuwed, i^cnt IS that a very largo quantity of Indian 

oilseeds is exported, and that by imposing an export duty the crush- 
ing of the oilseeds would bc carried opt m India with economic ad- 
vantage to the country. This proposal hko all other j)iopohuls for 
protectho export duties U mconsUient with our general principles. 
In the case of oilseeds we consider that such a duty would bo parti- 
cularly disadvantageous to the country. Certain oilseeds arc grown 
very-largely for the export trade. The Indion demand for the oil 
aud the cake would bc quite insuflicient to absorb the whole jiroduet, 
ff all Indian oilseeds were crushed in the country. At tho saino 
time there are considerable difficulties in exporting the oil ; and it is 
^ikely that any appreciable export trade in oil could be built up. 
The mam result therefore of imposing a protective export duty on 
oilseeds would bo that the producer would bo sacrificed to an un- 
bound economic theory, and that the production of a valuable crop 
Would be discouraged. 

1 195. We have also received proposals that the export of manures 

Wee of mwuteanot iikoiy" should Cither bo prohibited, or discouraged 
d\ii^ pwaotod by e*po« by the imposition of a heavy export duty. 

From this point of view an export duty on 
Oilseeds has bpeu advocated, in order to retain within the country 
the oil cake, which has a high manorial value. The other manures 
referred to are bone aud fish manures. The advocates of this policy 
do not always stop to consider what would bc the probable result. 
It is assumed that if the export of manures is stopped, the manures 
which are not exported will be used lu India. But this assumption 
is one that cannot safely bc made. There ere at present two main 
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obstacles to the increased use of manure by Indian cultivators, hi 
the first place the cultivators are sometimes prejudiced against the 
use of a particular kind of manure or have not been educated up to 
an appreciation of its value. In the second place, and this is 
the more important cause, the cultivator is usually not in an econo* 
niie position to be able to afford to use artificial manures. It 
is difficult to see how the prevention of export of manures Tvill remove 
these two obstacles. Prejudice or ignorance will give way only to 
teaching and expeiience. On the economic side it may be argued 
that an export duty will reduce the price of oil cake for instance, and 
consequently will stimulate its use by the cultivator. But it must 
not be forgotten that the reduction in tlie price of the oil cake would 
bo effected at the expense of the producer of the oilseeds, and that 
therefore this potential nser of the mamire would be impoverished, 
and might not be able to afford to use it even at the reduced price. 
Further, if the manure is ebeapeueU to such a degree as would 
bo likely to stimulate its consumption largely, it is probable that 
production would diminish owing to decreased profits, and even- 
tually prices would again be raised. Wc consider that under pre- 
sent conditions any action of this nature would merely 'waste a 
source of wealth in India without ensuring any compensating advau- 
SicaU o-n cn export cf At the sauic time we fully realise the 

nmnorcs miffht bo imposed, impyilauce of encouraging the use of 
iiiduurcs in India, and wc think that u small cess might possibly be 
placed on the export of manures, on condition that this cess should 
not go into the general revenues, but should be devoted to the cucour- 
ngement of the use of luauuies. Wc need hardly say that the cess 
we coiitcmidalc ^^ould he at such a low rate that there would be no 
possibility of its discouragiug in any -way the export of manures. 

19G. Differential export duties are sometimes advocated cither 
D.f.i.oiui eiport duties pnrpos's ol retaliation or of preference. 

Reneraiiyjuad^jBaijio. In the ouc casc a Special jienal export duty 
would be imposed on exi»orts going to particular countries, in tho 
other a special favourable rate would be imposed for the benefit of 
certain countries. The quotation given above from the report of a 
committee of the League of Nations show.s that export duties designed 
cither to injure or to benefit particular countries are apt to give rise 
to a considerable’ imiounl of piejiidiec. The system is obnoxious to 
other countries, mainly perhaps because an export duly attacks tho 
whole of an industry, whereas an import duty only affects a portion 
of its market. While it may he extremely damaging to be placed at § 
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di?a5Tt~tar? t**. ctV'r in a pr.r?:e’'.l^r 

carket, it is c!:*r: t:> £r;d tnark-ts srhich srill in par5 at 

least eo~p?zi«at?- Bnt it li3:?!r to b* tn^rf 5«*T:o~^r damapir.c to 
be pl-f^ s* a discdrantare as ecrirar^d svith ether cenntnes in 
tespeet of the eo«t cf th* ra^r ’A of ditT.'rc‘nti.''l 

export deties also cires rise to serious praetieal diScnlties in adnini-s- 
tration. It is diScult to ensnre that any eonntry diseriminaled 
arainst is not able to pet supplies of the con:tn''dity from C“''untrics 
airain^ Trhieh no.di«criTnination is eiercisM. Unless the eost of 
rehandline and retransportine happens for speeial reasons to be 
very heavy this sronld inevitably be done, and the only way in which 
it conld be eheelced wonld be by a system of export licenees which 
would be hichly inconvenient to the Indian trader. Finally there is 
the peneral objection to any export dnty, that it may tend to injure 
the prodneer, 

197. Snpsestions have been made both in the case of jute and 
Vti ia Mper't>«a»t that it mipht be advisable to impose 

forp!wp««efwt4lutioa. diH'orential export duties for purposes of 
retaliation. It is contended that, if n foreicn country imposes heavy 
duties apainst the manufactured article while ndmittinp the raw 
material free, it is legitimate for India to pnl a retaliatory export 
doty on the raw material, so as to protect its own manufncturinp 
indnstry. It must however be remembered that the action which 
is thus taken in foreign countries is consistent with ordinary 
protectionist principles, namely the admission of raw materials 
free and the protection of home manufactures. It may be tempt* 
inp, in cases where India possesses a practical monopoly of the • 
raw material, to try to use this advantage to prevent foreign 
countries building up a manufacturing industry in that raw 
material. But it must be remembered that the adoption of 
such a policy is equivalent to the declaration of a tariff war. 'Wliilo 
in the particular trade in which action was taken it might be the 
caselhat India was in a strong position and could not suffer, there 
would be a risk that any country thus attacked would retaliate on 
other imports from India, and that a general tariff war would 
ensue. "We need hardly say that we strongly deprecate- any policy 
which would lead to such a result , and that ns a general principle 
^e Would condemn the use of export duties for purposes of retalia- 
tion. At the same time we are not prepared to say that in special 
or extreme cases the imposition of such duties should be absolutely 
Wcludod from India’s fiscal policy, provided ' they arc b.ased 



112 


CBArriR XI 


definitely on defensiv’e considerations and have no taint of economic 
aggression. 


198. If follows from the general principles whicK we Have' 

T. t j i_ stated above that we are opposed to the 

Trcfereatifil exT>OTt ... . 

on hides and einna con- nse of differential cxport duties for tae 
demned. purp^jge of granting preference. The ex- 

isting export duty on hides and skins contains a preferential pro- 
vision. The duty is at the rate of 15 per cent, ad valorem with ft 
rebate of 10 per cent, on hides and skins tanned within the Empire. 
"We have no hesitation in condemning this provision, both on the 
general grounds of principle and on a consideration of the actual 
effect it has produced. The object of the differentiation was to con- 
fine the tanning of Indian hides and skins as far as possible to the 
Empire. Wliatever may have been the benefit to British tanners, 
we have received evidence that this differentiation has in practice, 
as a result of the cumbrous procedure involved, interfered with the 
important entrepot trade in the United Kingdom, and has thus 
hampered the free distribution of the Indian product. • WhatcvPi' 
may be the ultimate decision regarding the retention of a small 
revenue export duty on skins, wc recommend that the preferential 
provision be abolished at once. 
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CHAPTER XII. 

Restricl!on$ on the Export of Food Groins. 

19D. A number ot Tvitness<^s hnve advocated tlie imposition of 
ihAi methods of rcstric- 

troisfbon o!foo.i isitsnfi. tion on tliS cxport ot food grains, in order 
oR:tfoth«x.orttUt5on. conscfVQ thc food supply of the country. 

An attempt is usually made to support by statistics the assertion 
that India’s production of food is insufficient to feed her population. 
Calculations are made of thc total food production in India ; an aver- 
age ration is assumed nhieU is suitable to provide the ^vholo popula- 
tion •with what is Regarded as a sufficiency of food, and it is then 
shown that the food production of India is not adequate to provide the 
paired ration. But thc subject is not really susceptible of treatment 
in this manner, iit view of thc conjccUjral nature of nearly all the 
statistical bases. Thc statistics ot outturn are admittedly only esti- 
mates, and the degree of accuracy varies largely in nccordanco with 
the agency by means of which thc estimates arcTundo. Moreover tlio 
available statistics do not cover thc whole of India, nor do they 
inelade all food crops. As to the ration assumed, this must be 
largely a matter of personal predilection. 

• 200, But in any case this line of argument leads to no useful 

Thotea pToWemisono cf conchrsions. It is not asserted that 
poTerty and prices. people wlio have money to buy food 

are unable to procure it. It is not really the insufflcieucy of the 
total food supply so much as the fact tjuat certain classes of the 
population are too poor to buy all the fuod they require, which is 
urged by these critics. That thc mass of the population of IiuHa 
is poor is a proposition that Avonld be denied hy no one. The 
degree of poverty, however, cannot be established by the ntntistlenl 
calculations to which we have referred. This can be nseertaiued 
onlv by detailed investigation ot eennomic conditions, niid it 
is worth noting that the most elaborate investigation of this nature, 
■which is to be found in “ The Economic l.ife of a Hengnl Ibsiriet ” hy 
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tlie Iftte Mr. J. G. Jacl?, is far from establishing the more sweeping 
assertions of general want that arc made. However that may he, 
the mere prohibition of export of food grains will not in itself 
bring food to the people who need it. The problem for those who 
seek to attack the evils of poverty through controlling the export 
of ’food grains is one of prices. Nothing can be achieved except 
by lowering the price of food. 

201. We have to see therefore what would bo the effect on India 
generally of an artificial reduction in the 
?>■!■=<= of food grains. If the policy is 
Bion of tUo prieo successful, it IS cloar that it would involve 

a considerable diminution in tlic*^ resources 
of the agriculturists. It was assumed by Jlr. K. L. Datta in lus 
“ Report on the cnqniiy into the rise of prices in India,” that two- 
thirds of the suppl}* of food grains is consumed by the agriculturists 
and one-third is sold. The total average crop of wheat at present 
is 9,300,000 tons, of \shich on this assumption 3,100,000 tons would 
be sold. If the price of wheat nerc artificially dcprc.s5cd by Rs. 2 
a mnund, the money loss to be shared among the cultivators, land- 
lords, middlemen and money lenders connected with ngriculturc 
would he something over 1C crorcs of rupees annually. Whatever 
might ho the advantages of such action, it is certain that it would 
inflict a blow upon agriculture. In fact we understand that fears 
have recently hcen expressed by wheat growers in the Punjab that 
they may ho deprived of their legitimate profits by the continuance 
of the pre.scnt prohibition on the export of wlieat. It is moreover 
t»enernlly agreed that improvements in ngricullurnl production arc 
urgently required in Lidin. These improvements must, it would 
seem, originate with the more prosperous cultivators who are possess- 
ed of more capital and more intelligence than the rest. High prices 
of agricultural produce prob.'ihly benefit the prosperous cultivators 
more than any other class. It would therefore seem probable 
that any attempt to lower the price of agricultural produce would, 
by reducing the resources of the more prosperous classes, tend to' 
delay that improvement in agriculture which is so much- desired. 

202. But it is more probable that the attempt to lower the price 
ProiftMe inbatuntion of ^>f food grains artificially would fail. Any 
other crops depression of the price of food grains 

would naturally lead to the mbstitution for them of crops such as 
cotton, jute and oilseeds ; and the effect of this attempt to cheapen 
the food supply would merely be to diminish the production of food. 
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The situation would l)c aggravated by the verj* measures designed 
to alleviate it. 

203. Under present conditions India has in a normal year a 
imrortMce o{ tho export- Mirphjs 1)oth of rice and wheat which is 
aWceurrin^ available for export. For this purpose it is 

immaterial to argue that, if the' whole population of India were 
properly fed, there would be no surplus. The fact remains 
that at existing prices the cfBcicnt demand of India is satisfied, 
and there remains a surplus available for export. ‘Were the 
export market not open, the surplus would not be produced. Now 
the existence of this exportable surplus constitutes a most important 
factor in the problem of food supply for a countrj' like India 
which suffers from periodical local failures of the crops. If 
India is to grow enough food to feed herself in bad years, there 
must be a considerable surplus in good years. But no surplus will 
he grown unless a profitable outlet for it is provided. It follows 
therefore that a policy of free export in nomal years is the most 
advantageous for'the food supply of India. 


204. The path of progress and even of safety lies in the direction 
incTCMed prrfnction the Of stimulating the production of food grains 
tnie remedy. j.j India, jn the last 8 years the produc- 
tion of wheat has three times fallen below what may be regarded 
as the normal consumption of India, and once it only just equalled 
tt. A situation like this cannot be remedied by any measures which 
tend to restrict the free production of wheat. On the contrary 
attention should be concentrated on the widest possible exfension 
of cultivation ; and we consider it most important that Govern- 
ment shonld give everj’ encouragement, by promoting schemes 
of irrigation, to bring about this result. The improvement of 
India’s food supply depends on the successful completion of such 
schemes as the Sukknr Barrage, or on better methods of agriculture, 
and not on shortsighted attempts to control the free disposal 
Kf, of the food produced. We hold therefore 

export of food grains in that in normal times any restriction on the 
norm times. export of food grains whether by export 

duties or by any other means is contrary to the true interests of the 

country. 


205. The two important food crops exported from India are rice 
„ and wheat. We have recommended in the 

ease of rice the continuance of the existing 
teTennopnrpoe,,. small revenue duty. This recommendation, 



116 


CHAPTER XII 


it must be understood, is made solely in the interests o£ revenue, 
and bas no connection at all Avitli any proposals lor retaining rice 
in the country. It has hoAvever been suggested that, just as rice 
may bear a small revenue duty, so a small revenue duty might be 
imposed oii "wheat. flPhe two cases however arc by no means 
parallel. We have argued that rice for export may be regarded 
as a semi-monopoly of India. No such claim could possibly be 
made in the Case of wheat. The exports of Indian wheat to the 
United Kingdom, which is the main market, though in the. years 
immediately before the \var amounting to about 15 per cent, of 
the total imports of the United Kingdom, have dwindled in more 
recent vears to only ‘I per cohl. Under these conditions an export 
duly or. wheat would undoubteiUy fall on the producer. We can- 
not tlici'cfore recommend that any export duty on wheat should 
he imposed for revenue purposes. 

206. Whether any action, and if so what, should he taken when 
Jbjomauondiiioo.. abnonnal conditions prevail in regard to 

(0 tw^aie oi TaiM. food supplies or prices is a more difficult 

problem. There are two distinct eases to be considered. The first 
is when there is a shortage of crops in India owing to a failure of 
the rains. As soon as the shortage becomes apparent prices usually 
rise rapidly to a point at which it no longer pays to export, that is 
to say, prices rise above the world level and export is automatically 
stopped. When this point is reached the prohihitibn of export 
becomes superfluous. Such prohibition will only he of practical use 
if the Sovernment can foresee the shortage in time to stop the export 
of a substantial amount of grain before the rise in prices has come 
into effective operation, \hat is to say, if the Government can judge 
the situation moic accurately and earlier than the trade. This 
houever is not the ordinarj’ experience. In fact as a rule Govern- 
ment rsiics largely on the advice of the trade as to the probable 
course of events. 


207. The second case to be considered is when, though supplies 
, , . . ^ „ . in India arc ample, there is a marked short- 

“ ^ Pfcce. supplies in other markets, resulting 

in Very high world prices. These conditions arose during the war 
in the case of wheat, and later in the case of riec also, the world 
prices of sbotb tlic^e grains having risen to heights to which the 
Government Ihouglit it unsafe to allow Indian prices to follow. The 
situation was met by various restrictions on export and on inter- 
PKovineinl movements of food, grai^, but these restrictions gave rise 



RRTr.icTioNH O'? me niroRT or roon oRUy« 


nr 


lo innumerable tlilTlcnltic^! and llie la.sk of irgulatin;? internal prirci 
is not one (o be lightly tindortaken hy (Jovemment. 

20S. 'We rccogniM? that w>rious disadvantages attach to any 
l)o**i'Jir lor Gorrm- "'"'‘“'i trcalmcnt ot Ihcsc nbnorinnl co,,. 
ttmtwtjoa o( djv ditioiis. Soiiic competent authorities hold 

tinsUgf circumstances a policy of non* 

interference is the safest. Before the xrar Govemment used not lo 
interfere ; and it has been represented that the present demand for 
interference by Government is due to ideas Trhich grew tip during 
the war, and which arose out of purely abnormal conditions. We 
recognise that the circumstances in recent years have been entirely 
abnormal ; and we may reasonably hope that normal conditions will 
gradually be established. But though we may hope that the necessity 
for taking any special action will arise but seldom, we think that 
there may be occasions when action is called for. Kor is it possible* 
altogether to ignore the traditional demand of Indian public opinion 
that one of the primary duties of the Government is to safeguard food 
supplies in times of scarcitj*. 

209. We have to consider therefore the possible methods by which 
Government might meet such abnormal 
conditions. At first sight it would seem 
that the most effective action would be to prohibit absolutely 
the export of food grains. In the event of an actual shortage of 
food grains in India we have already pointed out that the action 
of prices will automatically put a stop to all e.vports, and the 
Pleasure of prohibition, though it might he reassuring to the pojiular 
nund, would in reality, unless it came at a very early stage, be 
^perfluous. At a time for instance when India is importing 
Australian wheat, ns she has been doing recently, the proliibition 
of export of Indian wheat is really a superfluous precaution, 
uhen, however, there are ample supplies in India and the object ** 
to prevent them being drained away by a strong demand from 
foreign countries, prohibition undoubtedly would be an effective 
Weapon. But whether it would have the desired effect of keeping 
down prices in India is a more doubtful question. It has been found 
hy actual experience that Govemment restrictions are apt to encour- 
age speculation. Prohibition does not always force stocks on to the 
market, as it may induce speculators to hold up large quantities of 
grain with a view eventually to export at a profit. It is therefore 
not at all certain that the anticipated effect on Indian prices would 
be realised, 
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210. Prohibition therefore by itself does not appear to us to be 

likely to be satisfactory or effective. It 
Government control. probably have to be accompanied by 

measures to prevent the hoarding of grain. But such measures 
would present great difficulties and might lead to grave corruption 
and discontent. During the war Government took power to ascer- 
tain the amount of. hoarded stocks and to commandeer them when 
unreasonably withheld from the market, but these powers were 
rarely exercised and w’ere of doubtful efficacy, and we cannot recom- 
mend such interference with internal trade as a normal feature of 
the administration. It should be regarded rather as a dangerous 
weapon the use of which could only be justified in very exceptional 
circumstances such as those arising out of the war. 

211. Furthermore when there is a large surplus it is impossible 
to maintain absolute prohibition without serious injury to the 

. country. The Burma rice trade affords an apt illustration of this 
situation. In 1920 owing to a widespread failure of crops in Siam 
and Indo-China the world price of rice had risen so high that the 
Government were forced to take special steps to prevent a similar 
rise in internal prices in India. At the same time Burma had, as 
usual, a large surplus available for export, and it was necessary to 
provide an outlet for it in the interests both of the Burman cultivator 
and of the rice consumers in Ceylon and other countries dependent 
on supplies from Burma. In these circuiustances the Government 
decided to take practical control of the whole export trade in rice, 
and they succeeded in keeping down internal prices while at the 
same time securing very large profits, exceeding 9 crorcs of 
rupees, from the export trade This appropriation of the profits of 
agriculture and trade was au exceptional e.xpedient adopted during 
the aftermath of war, and wc can liardly contemplate the repetition 
V of it in normal times. Yet some such interference with trade is a 
necessary concomitant of partial prohibition. If a limited amount 
of grain is to be exported, some machinery must be devised, such as a 
system of licences, for distributing this amount among exporters, 
and some form of Government control must be exercised. We hold 
that the objections to such control outweigh any possible advan- 
tages, and for this and the other reasoms given above we reject the 
alternative of prohibition of export. 

212. The onl^’ weapon (hcrcforc which remains for Government 
TempontfTcvrortauty tha in abnormal times is an export duty ; 

UaatvbKUojiibUintMuie. «nd after very careful consideration we 
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have come to the conclusion that n temporary export duty -wotild 
be the least bhjcctionahlc method ol dealing with the situation. 

'We recognise that some of the objections ^vhich have been urged 
against prohibition •will nppl3’ to this coarse also, but we think they 
apply in a lesser 'degree. Speculative hoarding may be encouraged 
by an export dut)’, but the speculators will not be able to count on 
such large profits on its removal as llicj' c.an in the ease of prohibi- 
tion, because the duty could be reduced gradually, thus promoting 
a gradual resumption of exports and avoiding violent fluctuations 
in prices. The main advantage, houever, is that an export duty, if 
rightly pitched, will automatically check exports, and the necessity 
for any supplementary mo.asmcs of arbitrary control will be 
obviated. ‘When tlicrcfore the prices of foodstnfTs in India show a 
tendency to rise to dangerous heights, either in consequence of crop 
failure in India or abnormal prices abroad, we recommend that a 
temporary export duty should be io)poscd suITiciently high to check 
or prevent exports and thus to keep Indian ppices at a reasonable 
level. 

218. -We recognise that any such action is open to the criticism 
Bone ’ms of profit to tiis agriculturist alone is thus prevented 

asnenttarigt must be faced, from taking the fullest advantage of condi- 
tions favourable to high 'profits in his business. But the needs of 
the people are paramount, "We are also very doubtful whether in 
such conditions the bulk of the profit is not secured by the middle- 
man. The gain to the people is therefore likely to he much greater 
than the loss of profit to the agriculturist. 
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210. Prohibition therefore by itself does not appear to ns to be 

likely to be satisfactory or effective. It 
Gorermnent con ro . probably havc to bc accompanied by 

measures to prevent the hoarding of grain. But such measures 
•would present great difficulties and might lead to grave corruption 
and discontent. During the war Government took power to ascer- 
tain the amount of. hoarded stocks and to commandeer them when 
unreasonably 'withheld from the market, but these powers were 
rarely exercised and ■u’cre of doubtful efficacy, and we cannot recom- 
mend such iuterforenee with internal trade as a normal feature of 
the administration. It sliould be regarded rather as a dangerous 
weapon the use of which could only bc justified in very exceptional 
circumstances such as those arising out of the wiir. 

211. Furthermore when there is a Large surplus it is impossible 
to maintain absolute prohibition without serious injury to the 
country. The Burma rice trade affords an apt illustration of this 
situation. In 1920 owing to a widespread failure of crops in Siam 
and Indo-China the world price of rice had risen so high that the 
Government were forced to take special steps to prevent a similar 
rise in internal prices in India. At the same time Burma had, as 
usual, a large surplus available for export, and it -was necessary to 
provide an outlet for it in the interests both of the Burman cultivator 
and of the rice consumers in Ceylon and other countries dependent 
on supplies fiom Burma. In these circufnstanoes the Government 
decided to take practical control of the •whole export trade in rice, 
and they succeeded in keeping down internal prices while at tlie 
same time securing very lai^e profits, exceeding 9 crores of 
rupees, from the export trade This appropriation of the profits of 
agriculture aud trade was an exceptional expedient adopted during 
the aftermath of war, ami wc cau liardly contemplate the repetition 
of it in normal times. Yet some such interference with trade is a 
necessary concomitant of partial prohibition. If a limited amount 
of grain is to bc exported, some machinery must be devised, such as a 
system of licences, for distributing this amount among exporters, 
and some form of Government control must be exercised. We hold 
that the objections to such control outweigh any possible iidvnn- 
tages, and for this and the other reasons given above we reject the 
alternative of prohibition of export. 

212. The only •wcajion therefore •which remains for Government 

Temror&ryrxportatiiy the in nhnomal tiiDcs is nu export duty t 

Icaat ubj<wUon*hie mcuure. and after very careful consideration wo_ 
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hare coae to tbe conclu’tion Ibal a tcmixsTary export doty \ro\dd 
be tbe Ipast objMtionablc method of dealing with the riluation. 

'■VTe recocTiisc that some of the objection*? ttIucU have been urged 
aeainrt prohibition Tvill apply to this eonrsc al^o, but tvc think they 
apply in a lesser degree. Speculative hoarding may be encouraged 
by an export duty, but the speculators will not he able to count on 
such large profits on its removal ns they can in the case of prohibi- 
tion, because the dnty could Ihj reduced gradually, thus promoting 
a gradual resumption of exports and avoiding violent fluctuations 
in prices. The main advantage, howexor, is that an export duty, if 
rightly pitched, xvill automatically check exports, and the necessity 
for^ any supplementary im'asuio-v «f .arbitr.ary control will ho 
obviated. "When therefore the prices of foodstuffs in India show a 
tendency to rise to dangerous heights, either in consequence of crop 
failure in India or abi\ormal prices abroad, we recommend that a 
tenporarr export duty should be imposed sxinicicntly high to clieck 
or prevent exports and thus to keep Indian ppjcos at a reasonable 
leveh 

213. We recognbe that any such action i> open to the cr.iticivm 
Smae'«8 of profit to the agriculturist olonc is thus prevented 

*8rifn»tTiriat fcnrt be faced, from taking the fullest advantage of condb 
bona favourable to high 'profits in his business. But the needs of 
the people are paramount. We arc also very doubtful whether in 
such conditions the bulk of the profit is not secured by the middlo- 
^n. The gain to the people is therefore likely to be much greater 
than the loss of profit to the agriculturist. 



120 


CHAPTER XII [ 


CHAPTER XIII. 

Imperial Preference. 

(i) Histort and Meaning. 

214. The question of Impcrinl Preference in the British Empire 

. first took practieal shape in 1897, when 

Canaaft, partly in pursuance of a more 
liberal tariff policy, reduced her duties on British goods. Owinc 
to the existence of certain commercial treaties the benefits intended 
for Great Britain had to be conferred temporarily on some other 
countries, but the hampering treaties were denounced in 1893, and 
from that time the preference, which was fi.xed at ono.fonrth of 
the duty, was confined to the United Kingdom and such British 
colonio.s as gave Canada favourable treatment. In 1900 the pre- 
ference was raised to onc-tbird. 

215. The subject of Imperial Preference came before, the Colonial 
Tmj'OTjrti inferonco be* Conference of 1902, and on this occasion 

comes ft vehcT- ihc principle was for the fii'St time author- 
itatively recognised as one of general application. The resolution 
passed by the Conference was ns folloivs : — 

" 1. That this Conference recognises that the principle of 
preferential trade between the United Kingdom and His 
Majesty’s Dominions beyond the seas would stimulate 
and facilitate mutual commercial intercourse, and would, 
hy promoting the development of the resources and 
industries of the several parts, strengthen the Empire. 

2. That this Conference recognises that, in the present cir- 

cumstances of the Colonics, it is not practicable to adopt 
a general system of free trade ns between the mother 
country’ and the British Dominions beyond the seas. 

3. That with a view, however, to promoting tlic increase of 

trade within the Empire, it is desirable that those 
Colonies which have not already adopted sneh a policy 
should, as for ns their circumstances permit, give 
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substantial preferential treatment to the proilncts and 
tnannrncttins of the United Kingdom. 

4. That the Prime ilinisters of the Colonies respectfully nrge 

on nis Majesty’s Government the expediency of grant- 
ing in the United Kingdom preferential treatment to 
the products and manufactures of the Colonics, either 
hy exemption from or reilnction of duties now or here- 
after imposed. 

5. That the Prime Ministers present at the Conference under- 

take to submit to their respective Oovemments at the 
earliest opportunity the principle of the resolution, and 
to request them to take sucU measures ns may be 
necessary to give effect to it.” 

Th? rTB*«pl« of 216. The points of chief importance which 

riUPrtfem«. ^'nierge from this resolution are 

(1) that the stimulation of commercial intercourse hetweeu 

the different parts of the Empire ^Yns in the interests 
of tlie Empire ; 

(2) that the policy of preference would develop the resources 

of the several parts of the Empire and thus strengthen 
the whole ; 

(3) that there was no question of the Dominions abating their 

protectionist policy, and no idea of establishing free 
trade within the Empire ; 

(4) that the preference given should he wholly voluntary, and 

should not go beyond what the circumstances of each 
Unit might reasonably permit j 

(5) that the United Kingdom should, if possible, grant certain 

preferences in return. 

217. In pursuance of this resolution preferential duties were 
j iiitroduceu bv New Zealand and South 

itiexteniioD Australia in 1907, 

but the United Kingdom decisively rejeett-d the policy of taxation 
of food, through which alone any effective response could have 
been made to the preferences granted by the Dominions. At the 
Colonial Conference of 1907 the question was once more raised 
prominently. The representatives of the Dominions showed the 
iuiportance they attached to the development of the system and to 
some response on the part of the United Kingdom, but tlie UritisU 
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Governmeiit explained ■witliout disguise that in their opinion the 
circumstances o£ the United Kingdom made this impossible. The 
resolutions of 3902 -were reafilrmed iritli a reservation by the British 
Government that they could not assent that it was necessary or 
expedient to alter the ^scal system of the United Kingdom, 
i 218. In the meantime the Govcwiment of India had been consult- 

T 1.0 poiliion Ot ipdi. in f ™ ““ o£ Imperial Pi-e- 

relation to Imperial Prefer- fercncc from the standpoint of the interests 
®°®®* of India. After reviewing the position of 

India, the nature of her trade and tariff, and her commercial rela- 
tions with the Empire and other countries, their general conclusion 
was that from an economic standpoint India had something, but not 
perhaps very much, to offer to the Empire, that had very little 
to gain in return, and that she had a great deal to lose or to risk. 


219. Up to the time of the war therefore the position was that 
, ... the self-governing Dominions all gave pre- 

0 roBi on. ii-u-m-t's i.t Micii i.stcs ns they considered 

advisahlo to certain products of the United Kingdom, and in some 
cases to the products of other parts of the Empire ; that India 
and the majority of the Crotni Colonies liad not adopted the 
principle ; and that the British Government liad definitely stated 
that it did not see its way to grant preference in the United 
Kingdom. The preferences granted by the Domminns were intended 
primarily for the benefit of the United Kingdom, but New Zealand 
extended her concessions to the whole Empire, and Canada has 
voluntarily gi’nntccl her prefcruices to New Zealand, India and 
most of the Crown Colonics. Canada lias also entered into special 
agreements with the West Indies. Australia and South Africa 
adopted the principle of confining their preferences primarily to 
the United Kingdom and only extending them to other parts of 
the Empire as the result of negotiations.’ South Africa has 
negotiated agreements with Canada, New Zealand and Australia. 
Australia has made an agreement only with South aSirica, but it 
is stated that negotiations for on agreement with New Zealand are at 
present in progress. In Canada, Australia and New Zealand the 
preferential duties are usually about two-thirds of the full 
duty, though the fraction varies considerably both above and 
below this figure. The South African preference is a small one 
and is usually only a rebate of 3 per cent, ad valorem. In a 
number of cases when tho general duty is only 3 per cent. British 
goods are admitted free, and in tho other Dominions in the same 
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way British goods nrc somctimca admitted free, when the general 
duty is at a Ioay rate. It must be remembered that in nh ease dn 
the Dominions allow these prcrcrcnces to interfere with the degree 
of protection which they consider necessary for their own industries. 

220. The war gave n great impetus to the policy of consolidating 

. ,,, the Empire, and in the light of the ideas 

e< ec o 16 w. engendered by the war the question of 

Imperial Preference began to be re-examined. The Economic 
Conference at Paris in 1916 passed a resolution recommending 
the Allies to take the necessary steps without delay to render 
themselves independent of the enemy countries as regards tho 
raw materials and manufactured articles essential to the develop- 
ment of their economic ucliviUcs. This resolution raised the whole 
question of the organization of the Empire ns an independent 
economic unit, and it was proposed to convene a conference of 
tho Domimons and India to consider the commercial policy to bo 
adopted after the war. Ideas at this time were perhaps coloured 
tinduly by war conditions, ntid more stress seems to have been laid 
on the desirability of making the Empire self-contained in tho 
matter of food supplies, raw materials and manufactures, and 
evolving a unified policy, than on the mere development of tho 
luterchango of products between the various parts. 

221. The projected conference was never held in tho form which 

Jortter ptefewnceB. Tho apparently contemplated. But tho 

poUc*^ Kingdom adopts tho Imperial War Conference, 1917, passed tho 
' ’ following resolution : — 

'* The time has arrived when all possible encouragement 
should be given to the development of Imperial resources, 
and especially to inaking the Empire independent of other 
countries in respect of food supplies, raw materials, and 
essential industries. With these objeets in view this 
Conference expresses itself in favour of : — 

(1) The principle that each part of tho Empire, having duo 
regard to the interests of our Allies, shall give 
specially favourable treatment and facilities to the 
produce and manufacture of other parts of the Em- 
pire. 

(2) Arrangements by which intending emigrants from tho 
United Kingdom may be induced to settle in countries 
under the British fiag.” 
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222. The movement tovrards a strengthening of the links of 
Empire found expression in independent action taken by many of 
the members. The most important event "was the adoption by 
the Dnitbd Kingdom in 1915) of the policy of preference, thus 
rOvetsing the attitude taken in 1907. It had always been 
recognised that preferences given by the United Kingdom, unless 
accompanied by considerable departures in fiscal policy, would 
not have any great practical effect. But in 1919 the United 
Kingdom without altering its general tariff policy granted to the 
whole Empire preferential rates, which were usually five-sixths or 
two-thirds of the full rate, on nearly all articles on which import 
duties were levied. At the same time many of the Crown Colonics 
took up the question of Imperial Preference, some of them have 
already introduced preferential rates, while it is believed that 
others have them under consideration. Australia and New Zealand 
have also within the last two years revised and increased their 
preferences, 

223. It was not possible for India to ignore a general movement 

, „ , , of this nature, and from 1917 onwards 

tlic < 1 . 10 -, tlon of Imporial Pfufcreuco ha^ ic 
hue fonii or another been before the Government of India. IVo 
liave already explained how the resolution moved by Sir George 
Barnes in February 1920 in the Imperial Legislative Council 
for tlic appointment of a committee to report " wliethcr or not 
it is advisable to apply to the Indian Customs Tariff a system of 
preference in favour of goods of Empire origin,” led directly 
to the enquiry wliich we have been conducting. 

(ii) Economic Principlis. 

221. As a preliminary to cousidcring the adoption of a policy ot 
R-^nomia tffeci ot rwfci- Ituperinl Preference by India it is important 
cati»idntj«. to obtain a clear idea of the economic effects 
of preferential duties. Preference means that goods from one or 
tnoro favoured countries pay duly at a rate lower than the general 
rate. IVhcthol' the preferential rate is a real reduction in duty 
or whether the general rate has been arrived at by making an 
addition to what is considered the minimum duty, which thus 
becomes the preferential r.ite, i-t, in considering the economic effect, 
immaterial, per our present purpose the preference may be 
treated as a reduction of duly in comparison with tlm rate imposed 
on foreign countries in general. The effect of such a reduction is 
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regulated by the loxrer rate. The bounty to the foreign manufac- 
turer wiE cease, and the consumer Trill get the benefit of the lower 
rate. The question therefore -whether the consumer is or is not 
penalised for the benefit of the foreign manufacturer depends on the 
relative importance of the sources of supply. If the portion of the 
market supplied by the favoured countrj- is large, the burden on the 
consumer will be small, or possibly there will be no burden at all. 
So long, however, as the supply from the favoured country is small 
relative to the total supply, the consumer will suffer. 


22G. It may be thought that, unless the consumer suffers, the 
, . , . forciffu manufacturer cannot benefit ; that 

foreign Eannfactnrer eat is to say, un]e«s the foreign manufacturer is 
benefit without the doEcstie jq annex for himself some of the differ- 

consnmer enffena- . ,, . » ^ 

ence between the two rates of duty, he 
will not be receiving auy benefit. This however is not a 
fair statement of the ca*e. To take an illustration, we may a«-mme 
that the favoured country is, before the grant of preference, supply- 
ing three-quarters of the market. After the preference is given, the 
price to the consumer for a time may be regulated by the higher rate 
of duty, and the manufacturers of the favoured country will receive, 
as has been already explained, a bonus of the difference between the 
two rates. The effect of this bonus is to stimulate the trade of the 


manufacturers of the country receiving the preference, and in a short 
time they may semire for them'-elves the whole market, driving out 
altogether the non-preferred manufacturer^. The j'ricc to the con- 
sumer will then be regulated by the lower or preferential rate of 
duty, and the favoured mannfncturers will find that the price falls 
to the true competitirc le\el. Dut they have not thereby lost the 
whole benefit of the preference. Their gain is represented by the 
additional quarter of the m.arket wliich tlicy have secured for them- 
selves at the expense of their non-preferred rivals. Thus they bene- 
fit even when the consumer has ceased to suffer. ‘ 


227. It will be apparent from the considerations stated above 
AmIcct between ar-u- arguments in favour of prefer- 

tca'i fo- rrcfsrcs'-c ao'ifcr cntial duties are veiy similar to those in 
prc.-vtion, fa\our of protective dutie^. In both cases 

the consumer is iinitcd to Miffer n teniporan- loss. In both cases he 
is given the hope that when the policy succeeds the loss >vill ter- 
minate. In the one case, however, the advantage for which he is 


invited to suffer his tcmpomi^- loss will accrue to the iudustries of 
his own country ; whereas in the case of preference it will accrue to 
th.* industries of the country to which preference is given. 



IMTISTAt. PRr7rUT.S*0E 


127 


22S. The analogy may be traerA fiiriber. It i<; an C"i''nt5al part 
of the scheme of protection •which wc have advocated that proleelion 
should be given only to anch industries ns may be regarded ns possess- 
ing a comparative advantage, and ■which arc thereforo lilccly with 
the aid of the protection given to be nhlc eventually to supply the 
needs of the country ns cheaply ns foreign industries. The same 
piinciple should he applied in the grant of preference. If a prefer* 
enee is given to an inefiiciont indnslrj* or to an iudnstiy svliich with 
the preference is not likely to be aide to supply evcnlually the whole 
market, the preference will constitute a permanent burden on the 
consumer, and will therefore from an economic point of \ icw he nn* 
judifiahle. 

229. The economic effect of n preferenfi.sl duty has two nspccts. 

Thero«nwa.p«t havc been considerin'' the duty 

merely ns it nffecis the consumer, lint the 
duty may also affect the Government revenue. K the prcfcibntinl 
rate is a true reduction from the general rate, it is clear that the 
country granting tlic preferential late is sacrificing revenue. As wo 
have iadicated above, however. pn*feieiitial rales aie frequently not 
real reductions. Preference often tak<-s the foi m of raising the dut ios 
against the non-favoured countries instead of lowering them for the 
benefit of the favoured countries. In Midi cases it inay^ ho argued 
jhat the State sacrifices no revrmic. Indeed it may leceivo in view 
of the higher rates imposed on the non-favoured countries a slightly 
higher revenue. But for the true eeonomic effect ivo have to look 
below the surface. The best tax from the economic point of view is 
that which brings to the public exchequer all the money extracted 
from the pocket of the tax-payer. An import duty operntes to inise 
the price of the whole of the commodity sold in the country, w’hctlicr 
imported or produced locally. Consequently the best economic im- 
port duty is One imposed on a commodity none of which is produced 
within the country. In this ease the ■whole extra price paid hy the 
consumer is levied in the form of import duty and roaches the publie 
exchequer. The smaller the amount imported as compared with the 
amount produced locally, the smaller is the revenue in proportion to 
Ihe tax on the consumer. It is to meet these conditions that those 
Countries which regulate their tariffs purely for purposes of revenue 
impose excise duties on the home production of goods on wliich import 
duties arc imposed. Exactly the same considerations arise in the 
case of preferential duties. Wc may for purposes of this argument 
concentrate our attention solely on the goods imported, and may 
ignore the home production, if any It is clear that, if a single rate 
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of duty is imposed, the State will secure as revenue the whole 
amount paid by the consumer. But if tw'o rates are imposed and 
the consumer pays a price based on the higher of these two rates, 
the State does not secure as revenue the full amount taken from 
the pocket of the consumer. The tax therefore to this extent is 
not sound economically, and this unsound economic effect may 
be represented by saying that the Government loses revenue — not 
possibly actual revenue, but relative to the amount which it should 
receive in virtue of the burden which it is placing on the consumer. 

230. A preferential duty, when it takes the form of raising the 

llo™ »,»T ,np. '•••''» '’K-'''"''* iion-pretcrrcd countries luoy 

port preference, if it in- somclimcs rcccivc tho stipport o£ thc home 
CTMBM protection. iiulustn* bccause it increases the protection 

which that industry enjoys. But this is by no weans a sound argil* 
ment for granting such proforcncc. It rrmst be assumed under our 
scheme that tho industry is already enjoying the protection which it 
iirods. If, then, this protection is increased by means of a prefer- 
ential duty, the result merely is that the consumer is being penalised 
to an unreasonable and unnecessary extent, and that the industry is 
receiving a larger measure of protection than it requires. 

231. There is one indirect effect of preferential treatment which 

t, ... . . ... l^ peibaps worth mention. The effect of 

PosaiMe adTantape to the ** ‘ •„ i . i _ 

countiT nhich^nta a pre- preference wilj be to stimulate imports from 

f/ tlie countrj* which receives favourable treat. 
countiT receives it. . . .. . . .. 

nicnt It iLe preferences are important, this 
will tend to build up direct shipping connections between the two 
countries, and as a consequence will give the exporters of the country 
granting the preference some advantage in the market of the country 
receiving the preference. In other words, if imports are attracted 
from a particular country, there will be a tendency for exports to be 
attracted to that countr}'. Thus to some extent it may he thc case 
that the grant of a preference way bring some indirect componsating 
advantage to the country which grants it, provided its exports aro 
competing with the exports of other countries in the market of the 
country’ to which the prercrenee is granted. 

(ii’O The rcoKOMio mshtations or preference in India. 

232. AVe have explained in general what we conceive to be the 
Fonree^ taj .iMtinationof nnrwftl econoTtiic effects of preferential 
iniiaatBportiMiexports duties, both on thc producer in the country 
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Tcceiria" Ihe preference, nntl on tKe cotisnmcr in tlio country plvlnc 
it. VTe noTT have to consider the prohaMc rc'ull't of n poJiry c»t 
preference in India, in view of the fipccial {eal«re«^ of hrr ernnnmie 
position. This n-spcct of the question was examined with preat 
carehy the Government of liord Curron, and their couehiMons.nrm 
stated in their despatch to the Secrct.ary of Slate d.sletl tlie 22nd 
October 1903. In its general fc.stnrcs the nn.slvRis of Ihe silu.atinn 
then made holds pood. The Oovernment nf India in IPl'T 
found that about three-fourths of the tol.sl imports into 
India eame from the Itritish Kmpirc. Indian exports on the other 
hand Went prepondcratinply to forcipii countries. The situation 
still is in broad outline the same, thouph such clmnpe ns h.as l.aUen 
place has been to the disadvant.apc of the British Bmpirc. The 
figures piven in Appendix D shoxv that the imports from the 
British Empire, which were estimated at about 7r> per cent, in 1903, 
averaged in the five years immediately preceding the war only 

69.8 per cent., and in 1921*22 stoo<l at CG.G per cent. The percent- 
age of India’s exports going to the British Empire has followed a 
wmilar course of gp.ndual diminution. In 1903 approximately 47 per 
cent, of Indian exports went to the British Empire, includinp exports 
to Hongkong and the Straits Settlements, which were, however, 
destined very, largely for China and Japan. The corresponding 
fig'iccs for the five years preceding the war show n percentage of 

41.9 and in 1920-21 of 43, which in 1921-22 fell abruptly to 37.3. 
Turning to exports from India to the United Kingdom, Ihcso 
represented in 1903 about 25 per cent, of the total exports, in tlio 
five years preceding the war the average percentage was the Rame» 
70 ^^^^'21 it stood at 21.9 por cent and in 1921-22 it had follcn to 
13-7. Conditions have not completely readjusted tliomselvcs after 
the War, but the figures seem to indicate, for exports ns for imports, 
some degree of relative decline of the importanee of the British 
Empire in the trade of India. The present position is that Tmlia 
receives about two-thirds of her total imports from the British 
Empire and sends to the British Empire, after deducting exports to 
Hongkong and the Straits Settlements which aro destined for Ohiu*^ 
and Japan, something over one-third of her exports. 

233.176 have shown in Chapter HI tiiat between 70 and RO per 
cent, of the imports into India eoino nndrr 
^“'1 to iwrecmUy Hie class of articles wholly or mainly maim- 

trefereoee. facturrd. Oii the other hand tlm expolirt 

t*! niuimfactures from Tmlia nmoiiiil to only some 30 pei- eent. nf llio 
total exports, the remainder consisluig to llio extent oC 40 (o GO 



128 


CHAPTER 'XIII 


of duty is imposed, the State will secure as revenue the whole 
amount paid by the consumer. But if two rates are imposed and 
the consumer pays a price based on the higher of these two rates, 
the State does not secure as revenue the full amount taken from 
the pocket of the consumer. The tax therefore to this extent is 
not sound economically, and this unsound economic effect may 
be represented by saying that the Government loses revenue — not 
possibly act\ial rc^ enue, hut relative to the amount which it should 
receive in virtue of the burden which it is placing on the consximer. 

2^0. A preferential duty, when it takes the form of raising the 
...p- iion.prcterrcd countries, may 

port preference, if it in- sometimes rcccivc the support of the home 
creaBM protection. industry bccausc it increases the protection 

which that industry enjoys. Rut this is by no means a sound argu- 
ment for granting such proforenee. It must be assumed under our 
scheme that the industry is already enjoying the protection which it 
needs. If, then, this protection is increased by means of a prefer- 
ential duty, the result merely is that the consumer is being penalised 
to an unreasonable and unnecessary’ extent, and that the industry is 
receiving a larger measure of protection than it requires. 

231. There is one indirect clTect of preferential treatment which 

„ .... . ^ . i, is perhaps worth mention. The effect of 

PosBible adranta?® to tte k •' -n i x i- i . j, ... 

country grants a pre- preference Will bc to slimulate imports from 
lerence in tiie marict of the the country' which receives favourable treat- 
ment If the preiCTcnces are important, tins 
will tend to build up direct shipping connections between the two 
countries, and as a consequence will give the exporters of the country 
granting the preference some advantage in the market of the country 
receiving the preference. In other words, if imports are attracted 
from a particular country’, there will bc a tendency for exports to be 
attracted to that country. Thus to some extent it may he the case 
that the grant of a preference may bring some indirect compensating 
advantage to the country ■which grants it, provided its exports aro 
competing with the exports of other countries in the market of the 
country to which the preference is granted. 

(tu) The rcoNOMio mmitations op preference in India. 

232. IVc have explained in general Avhat we conceive to be the 
foarees tni .icfUnation of i‘ormnl cconomic effects of preferential 
iBiiunirarortainaMpoTtB. duties, both on the producer in the country 
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ieccmng the preference, find on the consumer in the country Rivinc 
it. We non- have to consider the probahlc results of n policy of 
preference in India, in view of the npcml features of hot ceonomie 
position. This a'^peet of the question was examined with great 
care by the Government of Ixird Cnrzon, and their concluMons.ucn* 
stated in their despatcli to the Secretary of State dated t!ic 22nd 
October 1903. In its general features the analysis of the situation 
then made holds good. The novernment of India in 1901 
found that about three-fourths of the total imports into 
India came from the British Empire. Indian exports on tiie otiier 
hand^ went prcpondcratingly to foreign countries. The situation 
still is in broad outline the same, though such chnngc as has taken 
place has been to the disadvantage of the British Empire. The 
fishes given in Appendix I)_ show that the Imports from the 
British Empire, which were estimated at about 7r> per cent, in 1903, 
averaged in the five years immediately preceding the war only 

69.8 per cent., and in 1921-22 atood at 66.6 per cent. The pcrccnt- 
9ge of India’s exports going to the British Empire has followed a 
Mmuar course of gradual diminution. In 1903 approximately 47 per 
cent, of Indian exports went to the British Empire, including exports 
to Hongkong and the Straits Settlements, which were, however, 
Qfistmed very, largely for Cliina and Japan. The corrcapondlng 

gnres for the five years preceding the war show a porcentngo of 

41.9 and in 1920-21 of 43, which in 1921-22 fell abruptly to 37.3. 
Turning to exports from India to the Enitod Ivingdom, these 
represented in 1903 about 23 per cent, of the total exports, in tho 
“ve years preceding tho war llic average percentage was the same, 
^1^1^20-21 it stood at 21.9 per cent, and in 1921-22 it had fallen to 

have not completely readjusted themselves after 
me War, but the figures seem to indicate, for exports ns for imports, 
^toe degree of relative decline of the importance of the British 
• Empire in the trade of India. The present position is that Tndin 
receives about two-thirds of her total imports from the British 
Empire and sends to the British Empire, after deducting exports to 
Hongkong and the Straits Settlements which are destined for Chinn 
and Japan, somethiug over one-tliird of her exports. 

233. "We have shoivn in Chapter TII that between 70 and 80 per 

, cent, of the imports into India come under 

H«3 " the cln^ of artidcs wholly or mnjnly miiiiu. 

*>vmpTef6Tenee. factnred. On the other hand the exports 

manufactures from Tndm amount to only some 30 per cent, of tho 
lotal exports, the remainder conshting to tho extent of 40 to CO 
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per cent, of raw materials, and the balance of articles classified 
under the head of “ food, drink and tobacco.** Broadly sp e a kin g 
therefore India may be said to import manufactures and to export 
raw materials and foodstu^ This fact is of great significance in 
considering the probable results of a system of preference. The 
economic advantage derived from a preference tends to be more 
important in the case of manufactured goods than in the case of raw 
materials. l»Iannfactures nearly always meet with keen competition 
in foreign markets, and therefore a preference on manufactures is 
nearly always of value. The position in regard to raw materials is 
different. In the first place they are usually admitted free into 
foreign markets, so that the possibility of a preference does not 
arise ; in the second place it is an obvious fact that to a large erient 
they find their markets ready made, whereas the market for manu- 
factures has to be developed and carefully nursed. "With a com- 
paratively small degree of competition to meet, it is clear that raw 
materials stand very much less in need of preference than do manu- 
factures, and that the gain to them by preference is likely to be 
correspondingly smaller. "With regard to foodstuffs the general 
tendency in most countries is to admit them free, and the possibilities 
of preference are limited. 


234. These general considerations are corroborated by an examin- 
lEiiia cxroTta i-Ki l iLi, Indian exports and the possible 

ja'ti* advantage they could derive from a system 

£lrr.oa. Qf prrforcDce. Lord Curron's Government 

in 1P03 considered the possible commodities to which preferenc«* 
might l*c extended by the United Kingtlom, and found that few, if 
any, were likely to receive any appreciable benefit. "We are now able 
to deal with the matter on a more practical basis, for, as we have 
explained above, the United Kingdom granted to the whole Empire 
in 1919 such preferences as were found to be consistent with her 
tariff policy. The only preferences of interest to India are those 
on tea, tobacco and coffee. In each of these cases the preference 
took the form of a redaction of one-sixth of the duty. The pre- 
ference was a genuine reduction from the general rate of duty, 
and was not created by maintaimnn the existing rate for British 
products and enhancing it for foreign products. The amount of the 
preference was reasonable. The United Kingdom clearly went as far 
as could be expected comsislently with a regard for her own interests. 
TTc have to cee what benefit within those limitations has been con; 
ferred gg Jndian producers. 
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supported the concession. The proportion wbicli the Indian supply 
of coffee bears to the total supply in the United Kingdom is compara- 
tively small, and it is possible therefore that the Indian coffee 
.planters receive something in the nature of a direct bonus. The 
Indian coffee trade is however small compared to the tea trade, 
,and it is not clear whether there is any large scope for increased 
production in India* 

237, In the case of tobacco, which however also occupies but a 

minor position among Indian exports, it 
Tobacco. would seem likely at first sight that the 

preference would be of substantial advantage to the trade. Hut, 
as was pointed out in 1903, the ^stem of levying the duty in the 
United Kingdom creates a discrimination against Indian tobacco. 
The duty on tobacco in England is charged by weight and not by 
%aluc. Consequently the cheaper article is taxed more severely ui 
proportion to its value than the more expensive, and the cheap 
Indian tobacco pays a duty which is particularly hea^y. Even with 
the preference Indian tobacco Tcmains at a disadvantage in the 
English inarhct. This is a case in which a higher degree of prefer- 
ence or a change in the system of assessing the duty might he expect- 
ed to give a real stimulus to the Indian trade. 

238. The above examination of the existing preferences granted 

Aein.l .nd poMibio pin '» P^ducts in tlio United l^gaom 

to inditt from prcfcrcnco is bcars out our general proposition that . 

Indian exports on the whole arc not of a 
nature capable of benefiting to any great extent by preferential rates, 
particularly such as can be granted in the United Kingdom. Wo 
freely recognise that, except perhaps in the case of tobacco, the 
'British Government has dono what it can within its existing tariff 
sj-stem. But only one of the major exports of India receives a pre- 
ference, and even if the tariff policy of Great Britain were to be modi- 
fied, as was proposed in 1904, with a view to extending the field of 
preference, wc do not think that the gain to India would bo great. 

, 239. On the other hand it would no doubt be possible for India 

lEiia cnnnokmuik cxica- Confer substantial advantages on British 
»iro "references reithont products by the grant of preferences in her 
eirions c-sa to hcrec f. market. The nature of the British 

ii’tports, vliicli arc nearly all manufactures, makes this clear. But 
Mc tio not lliink that India could grant anything of great value 
"ilhout iiniiosiug a serious burden on herself, and it vould not bo 
rcaeonablp for India to incur such a burden. 
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240, Before doaliu;; v.lial wo tnVr to the real olij<’'ct{nn lo 

laflUalar that rrc'm-»-« "V> nf prefer. 

rfti‘«*.5oa rnrr« By ))i«1ia, we triOi to mention two 
' points in trspret of winch npprrlicniion {« 
generally expressed by Indian witne«'-cs Iml winch <1n not f^cm to 
^ to justify an adverse Tcnlict from the m'nonnc l>oinl of 
In the first place many witntr'ps have exj^rrs^ed ihr fear that n 
r^uey of preference would l«' r<pnTa1enl to wc.ahcninjj the jvil’cy 
n protection, that the grant of preference to nriti»h inanufnctnrcji 
lu vile Indian market would mean llial Indian indnslries would not 
rcceuc the full protection which they require for their ilcvelop- 
^neat. We need hardly say that, if Ruch were the prolmhle consc* 
<inenccs of a policy of preference, we RhoiiUl, ns strongly anil un* 
wscncdly as the witnesses to whom we have referred, pronounce 
Jit condemnation. Hut we have explained above that Imperial 
r crcncc involves no question of abatement of n protectionist policy, 

. no idea of free trade within the Kmpirc. The Doini- 

I ^ irccly granted preferences to the United Kingdom, 

all adopted a pronounced protectionist policy, and tlmy have in 
care that the preferences granted by them to llio 
pn'^'vi ^“^Sdom in no way interfered with the protection which they 
own industries required. We wish to make it per* 
j essential that, if any preference is granted by 

X should not be aUoAved in any w'ay to dirainUh the full pro* 
i^in which it may he deeulcd any Indian industry requires. 

241. The second apprehension of economic loss which wo do not 
AppHhenaioa# ot low ooiuiUcr to be justified is that foreign coun* 

totoiga tries will take retaliatory measure? against 
*'®**^' India, if India excludes them partially from 

her markets by a system of preference. This was an argument to 
whieh Lord Curzon’s Government in 1903 attached great importance. 
They realised the streneth of India’s position as an exporter of 
matcriab which foreign countries w'ere interested in obtaiuing 
the cheapest rates. But they could not exclude the possibility 
that in the ease of some countries and in the case of certain articles 
India might be open to attack. The position was re-examined by 
the Government of India in 1917, and they came to the conclusion 
fhat the d.aiigcrs oi*prchcnded by Lord Gurzou’s. Government on 
this account were not serious. Thvy thought that the strength p£ 
India’s position as a supplier ot raw materials, many of which were 
monopolies or partial monopolies, had been under-estimated, ai^ 



that tlie Indian export trade not likely to be seriously prejudiced 
by any retaliatory action taken by foreign countries. ' The position 
was examined once more by the Committee of the Imperial Legis- 
lalivo Council which was appointed in 1920 to consider the subject 
ot Imjicrial Preference. Their conclusion on this point is stated 
in the following words : — 

“ 'W’c first considered the question whether the application to 
the Indian Customs Tarifi of a system of preference in 
favour of goods of Empire origin would be likely to 
involve any danger of retaliation by countries outside the 
Empire in respect ot our export trade. So far as we are 
able to judge, wc are unanimously of opinion that in view 
of the demand for out raw materials, there is no danger 
to ho feared on this score, and that the apprehensions of 
I.«rd 0x11*200 Government in respect of this particular 
aspect of the question would in present circumstances 
bo unreal.^' 


2'13. Tho cousittcMtion wliicl wo linvo .been able to give to the 
ilinttcr Icaila us to tho samo conclusions os were reached by the 
(lovornment ot India in 1917 and tho Committee of the Imperial 
liCRialativo Council in 1920. bVbilo it ie impossible to say that no 
cmmtrv would take retaliatory measures against India in the 
ovaut ot tho adoption ot a polioy of prcicrenco, we do not think 
tlint ntu- cotiiitrv is likolj- to bo able to embark on snob action with 
any pi-osprot ot'coouomio adviuitago to itself. 

•MS Wo linvo dealt with two aspects ot this question in regard to 
' ” which wo bclicvo that popular opinion is 

Pt'nl J''« !'{ puHtnUen in anticipating economic loss to 

India from tho adoption of a policy of pre- 
svv>\t*Av\t«\tr, fcroxxcc, Ihxt wo have ahoxvn, in analysing 

*1 ft-mx of ovcfcrculiid rate'*, that fhey nro likcty in many instances 
I" i,\ »ll-o llu' <'on«umor In tiio country granting tho preference, and 
II’ I ' I ve-^pi'ot Hint wo nutioipnto that any considerable appli* 
mHou of n prcforonco xvouhl cause distinct economic loss 

m tmlla. people in India, it must bo remem* 

liim'd, 1 x 5 0 1“"“'' throughout our enquiry homo this con- 

^gyKvtiou (n luii'd. Our gt'uarnt mommondalions have been framed 
vli*"' oounulug tho aaoriflcQ whlcli must bo demanded of 
'* runiiunu'r within tlxo narrowest possible limits. It 

y^VsVij^hn i'(»nH(>.|out with our Rcxicral view ot tho situation to ask 
ta hrar an appreciable burden for tho l^ncCt 
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e! Britisli manafacturcru, Pnfli linntrn na spp'ara to vi% InrrilaWo 
fatiepanmt cf a poViry ct more rapi'J irjdii'lriM iVTcJopmen ) 
isiaa coiOTiiier must tie a»l.eil to Iwar. Itut tie rtioiitil tiol t>e cn 
tpon fe bear an adtiitiopal tmrilen on top ot tljia for too furt leran 
ofintercsta nhich arc not primarile Imlian. 

244. la thia connection a anepeation haa tiecn mncte ttinl prcfcT- 
Paxar..,.., , _ , cnee flmut.l never lie piren in tlie cave of an 
ratenceott sa^irtWerne inituctrv irttieli ia protected in Inilia. T I a 
Mv. r„ejevUon i. not .tictate.l l.y any fear tiint 

tie preference migM mcaiicn the protection pranleii to tlio Inilian 
ietetry, but by the conaiderntion that the protection of the Inilian 
iadostiy already iinpovca a liurdcn on the Indian con.aumcr, nni 
Hat therefore it ia not deairaUe that a fiirtlier l.nrdcn ahotilil he 
“posed on him hv a preferential rate, which would nndouhledly 
tale the form of raUins llie Bcncral rale nhoro the level which l j 
reiuiredfot purpaacs ot yrotcetion. We do not tlnnlt ''t"*' ' 

Masonablc to lay down any absolule ru^o to this cucct, m 
consider that in acloctinR articles for preference Die m ent oi tne 
tardea already imposed on the consumer in respect 
pirticular articles should not he ignored. 

In our view H^^cieae that 

-S’ ;"tfcrot“rtri^“ 

Jaodities Bclectcd must be ns fnr ns possible Ibose 
aanufacturera already hold nn important part of 
ia which the grant of preferenee ia likely 

portion of the niorlict wliich they will eommond, an that tUe^^ ^ 
on the consumer, if any, will be removed fulfil 

to recognise however that f British industry tvhieh ia 

the requirements we bavc laid down. larrup nart o£ the 

thoroughly efScicut and already of the impetus 

Indian market is not perhaps likely to stand .^ould he likely 

that preference would give. 'The 

to place their faitb in *Io them might impose a per- 

efficient, and the G'’™‘ “I Nevertheless wo recognise 

laanent burden on the Indian . aciamg out of speeial and 

that there may he eases, he in a position to give 

tetnporaiy conditions, m wlnca ^ opprcciaWe economic loss to 
assistaucc to BritJ^ industtics v 
herself. 
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24G. Looking bro«ndl^ at the competition of foreign countries in 
Naturo of foroign competi- Indian market, vre see tliat out of 34 per 
tion in the Indian market, ecnt. of imports derived from countries 
outside the British Empire about 18 per cent, in 1920-21 and 13 per 
cent, in 1921-22 came from the United States and Japan. After these 
two comes Java, tlie imports from which, however, consist of sugar, 
and therefore do not compete with imports from the United Kingdom. 
Tlic most serious general competitors of British manufacturers there- 
fore at the present moment arc America and Japan. German 
competition in the matter of dyes is an important factor ; and both 
Germany and Bclgilim are competitors of whom account must he 
taken in the imports of iron and steel. It must also be remembered 
that before the war German imports into India oscccdcd those of 
any other foreign eountiy, and'that there arc signs that Germany is 
gradually working up this trade again. Japanese competition is 
main!}’ confined to cotton yam and piece-goods. The United States 
sends largo quantities of iron and steel, mnehineiy, hardware and 
cutlery, •instruments, apparatus and appliancc.s, motor cars and 
tobacco, which may be considered in vaiying degrees to be in com- 
petition with British imports. These ore the main heads under 
which wo might expect British manufacturers to anticipate advantage 
to themselves from the grant of preferences in the Indian market. 

247. Wc have received a certain number of applications from 
Ecaiicats 0( Drihalmi'm- British manufacturing interests ^ for the 
fftcturcrs for prefctcnco. grant o£ preference. Representations have 

been made in respect of dyes, motor cars, electrical apparatus, 
tobacco, drags and rubber trres, wbilc a general appeal was received 
from the British Empire Prodneers Organisation impressing upon 
ns the importance of the adoption of the principle of Imperial Pre- 
ference. IVc arc not in a position to make any definite recommend- 
ations in regard to the merits of these varions applications. Bnt wc 
think it desirable to point out certain aspects of .some of them which 
have come under our consideration. 

248. The applic.ation which is probably of the most importance 

and which has been most earnestly prcs.scd 
on onr attention is that on bcbalf of British 
dyes. It was pointed out that the ninnnfnctnrc nf dyes has been 
recognised in fbc United Kingdom as an industrj' of imperial im- 
portance, and that in consequence it has received a very special 
measure of protection in the market of tbc mother country. The 
considerations, it is urged, which have led llic United Kingdom to 




stmier. In any case the handicap conld not be removed in the case 
of competition "with Japan in foreign markets. 

250. "Wo have stated as impartially as ■we can the a^uments 
which have been used on both sides ; and we feel that in accordance 
with the principle we have adopted throughout this report we 
cannot go any further and on the limited information available to 
us make any definite recommendation. "We think that, if the prin- 
ciple of Imperial Preference is adopted, the question of a preference 
on dyes as affecting all interests might he examined by the Tariff 
Board. 

251. The case for a preference on British motor cars was put 

before ns in writing by the Association of 
Motor care. British Motor Manufacturers Limited, and 

orally by the hlotor Trades Association in Calcutta. The case of 
motor cars is somewhat peculiar. The main source of supply is the 
United States which in 1920-21 sent motor cars to the value of 
£4,506,399, while the value of cars imported from the United King- 
dom was only £2,133,987. The class of cars supplied by the United 
States and by the United Kingdom is different. The American cars 
make their appeal to the Indian market in virtue of their cheapness, 
and the enormous increase in the import of American cars tecently 
shows that this is a factor which is of the utmost importance in India. 
We understand that efforts arc being made in tlie United Kingdom 
to produce cars which would compete with the cheap American cars, 
and a preference in the Indian market might give a decided stimulus 
to this movement. 

252. With regard to machinery wc have stated that it is desir- 
able that it should bo admitted frpq. - But 


MseliJncry. 


we would'not exclude an examination by the 


Tariff Board as to the effect of imposing a low import duty op 


foreign machinerj’ while admitting British machinery free. 


Ci^rcUe*. 




253. The feasibility of a preference on cigarettes might also be , 
examined. In 1920-21 the import trade was | 
divided almost etiually between the United ' 
Kingdom and the United States, the latter having a slight advantage.' 
The figures of recent yc.ars show that the imports from the United 
States liave hcen increasing very largely, and it is possible that 
case for preference might be made out. 

251. So far wc have shown that in the nature of things any pre 
rreferenre tn u rcpxrJ.-a granted to India are likely to bo of^ 

M k Tiiinatary pft, net coiiMdcmbly Ic'-s valuc than the prefercncc.s^ 
which India might grant to the Empire ; 

\ ■ • \ - 
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aod that consequently in nny balance of economic loss or gain 
India T^ould under any general sj'stcm of preference bo a decided 
loser. We do not bosvever vriBb to lay too mucli stress on lliis aspect 
of the matter. We realise that Imperial Preference aa between 
the Dominions and the mother country has not hitherto been a matter 
of baigain. The Dominions from the first gave such preferences 
to the mother country as they felt were consistent with their own 
policy and were not injurious to themselves. Though they made it 
clear that they would welcome any response on the part of United 
l^ngdom, they did not make the grant of their preferences condi- 
tional on euch a response. From 1897 to 1919 no response in fact 
was made. When in 1919 Great Britain decided to follow tho 
example, of the Dominions and introduce a preferential system, she 
gave freely such preferences as she felt could be granted consistently 
with the interests of her own people and the requirements of her 
own tariff policy. In the same way, if India is to adopt the principle 
of Imperial Preference, she must adopt it freely to the extent to. 
which ehe feels she can do so without detriment to the paramount 
interests of her own people. She receives already certain preferences 
from the United Kingdom. She recognises with gratitude the spirit 
in which they arc given. She will not wish to look loo narrowly to 
Ike actual economic advantage of these preferences, and in txim she 
would expect that any preferences which she finds herself in a position 
io grant without serious detriment to her own interests should be 
received in the same spirit, and should be regarded aa a voluntary 
gift and not as part of a bargain. 


(tr) CONCLUSION3. 

255. Wo have been impressed throughout our enquiry by the 
Caateg efindUa toshuty almost complete unanimity with which 

to preference. ' Indian witnesses opposed the principle of 
Imperial Preference ; and it is important to explain the causes which 
in our view underlie this antagonism. 

256. We have already referred to the belief entertained by many, 

f.-i r a • 1 . witnesses that preference u-ould operate to 

pfetaction. -weaken the protection granted to Indian 

industries This upprehensioo can be met by layluK ilourn deCnitcIy 
the principle that under no circumstances should preference be 
alloivea to dimmish the protection wMcIi it may be decided that an 
Indian industry requires. 
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257. A second argument xrhicli has Tveighed with many witnesses 
(»») borfen on Indian eon- is that preference is equivalent to the grant 

eumer. of a boun^ to the. British manufacturer at 

the expense of the Indian consumer, that India is poor while Britain 
is rich, and that it is not reasonable to expect the poor country to make 
a gift to the rich one. "Wc have explained that in our opinion this 
view of the question is not unreasonable, and that any general system 
of preference would undoubtedly impose an appreciable burden on 
the Indian consumer, which we do not think it fair that he should be 
called upon to bear. This argument may be met by the assertion of 
a second principle, namely, that Imperial Preference should not 
Involve any appreciable economic loss to India. In estimating the 
economic loss it would be reasonable to take into account any economic 
gain which India receives from the preferences granted by the United 
Ivingilom ; and in case any should be tempted to look too narrowly at 
the balance of loss and gain, it is well to remember that India at 
prescjit enjoys the protection of the British Navy in return for a 
merely nominal contribution. 

258. The main cause however of tl»o general hostility displayed 
(no toaMhftHt wUUffoct I«<lian witnesses to the idea of Impcri.il 

itiilk’i ftutdromy. Prctorcnco is, wo think, political. It is based 
nn a TcfOltig of KUHpicion. There is n fear that if India accepted the 
Itrlriclplo of liniMwlid Proforcnco she wo\dd find that she had parted 
with 1li(i iidwly wotJ privilege of flwiil nutonomy, that in the name 
of (inpruiitl Profoivin'o tho larifT policy of India would bo directed 
not In lior own IntiU'csIs Init in tho interests of other parts of the 
Kfu[»!r(i, that if Uuthi hlgniflcd licr acceptance of tlio i)rmciple the 
(Idlfdla Mould 1»« dioliitod to her regardless of her ovm interests and 
wUhcH. ^Y ^1 think that these fears nro based on a misunderstanding 
of tho true iioiUion, Many regard Imperial Preference as meaning 
a uiiKh'd (arid* polley for ttni avIioIo Umpire, dictated, if not by the 
piollifir ooimtry, at leant by binding rc'^olntions passed at periodical 
Inipedid ('(iiifiMence'i. This N n complete misunderstanding of the 
• ml piliU'lphin M hit'll umlerlle Imperial I’referenee. AVo have .shown 
ahdve that liopeihd thvfrreneo Implies m» kind of interference in 
llm (hi Ilf iK'lh'V Sshteti the \arloua !h*mlnmns have chosen for them- 
and no Idea of a Ny«lem at free trade v it bin tho Umpire or any 
unlfdiiM liiiilf petley, It U true Itml, as a result of the Paris 
Ih'iinmnlti t'liiifeh'm'i* of iptll atiead\ lefouetl !<«. the question of 
ttn> iMi'-ud-'iliun of lln' U»m*he a* an uidependent ev,o»ondc unit 
Itenud fm n llim» to I"* Asnulnj: Into piaetio.d eousidciatiqn. But 
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' 257. A second argument ■which has weighed with many witncs-scs 

(tO btirJen on Zndl&n cou* is that preference is equivalent to the grant 
iumer. of ^ bounty .to the. British manufacturer at 

liie expense of the Indian consumer, tliat India is poor •while Britain 
is rich, and that it is not reasonable to expect the poor country to make 
a gift to the I'ich one. IVo have explained that in our opinion this 
view of the question is not unreasonable, and that any general system 
of preference would undoubtedly impose an appreciable burden on 
the Indian consumer, which we do not think it fair that ho should ho 
called upon to hear. This argument may he met by the assertion of 
a second principle, namely, that Imperial Preference should not 
involve any appreciable economic low to India. In estimating the 
economic loss it would be reasonable to take into account any economic 
gain which India receives from the preferences granted by the United 
Kingdom ; and in case any should he tempted to look too narrowly at 
the balance of loss and gain, it is well to remember that India at 
present enjoys t)ic protection of the British >Javy in return for a 
merely nominal contribution. 

258. The main cause however of the general liostility displayed 
{«<•) foATthnt it will Affect Indian witnesses to the idea of Impcrinl 
iniliv* iiaoAi AutoBonij Preference is, wo think, political. It is based 
on a feeling of suspicion. There is a fear that if India accepted the 
jjrinciplc of Imperial Preference she would Und that she Imd parted 
with ‘the newly won privilege of fiscal autonomy, that in the name 
of Imperial Preference the tarilT policy of India would ho directed 
not in her own interests but in Uio interests of other parts of the 
Umpire, that if India signified her ncccptnncc of the principle the 
details would bo dictated to her regardless of her o^vn interests and 
wishes. 'Wo think that these fears arc based on a raisnndcrstanding 
of tiio true position. Jinny regard Imperial Prcrercncc as moaning 
a unificil tariff policy for tho whole Empire, dictated, if not by the 
mother country, at least by binding resolutions passed at periodical 
Imperial Conferences. This is a complete misundcr-standing of tho 
real principles which underlie Imperial Preference. "We have shown 
above that Imperial Preference implies no kind of interference in 
tho larifT policy which the various Dominions have chosen for them* 
sclvc.s, and no idea of a system of free trade within the Empire or any 
uniform tariff policy. It is true that, ns a result of tho Paris 
Economic Conference of lOlG already refevre*! to, the question of 
tho organisation of the Einpiic as an independent economic unit 
turned for a time to be coming into practical consideration. But 
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Ihc itioa'. lo ■n'hich tin* chms of tin* war ri'^* did not loii? sunirc 
its Ifimination, ami the policy of lm|K‘ri.d Preference dc^rlopcd on 
its origrinal lines. Kach part of the Kmpirc took such stops as it 
fell could reasonahly Ik* taken consistently with its own interest* to 
promote inter-imporial trade and the manufactures of the mother 
counliy. This IS the nieamnir wbicli we attach to the pnlloy of 
Imperial Prefereijco. ami all onr recommendations mu>t be read as 
referring to sm>h a pnlu-y and not to any idea of a joint tariff jiolicy 
for the Empire jnjpO'*“d on the xariuU" eoinponciit parts. 

259. But the doubters think that, ulialcver may bo the I'oliey in 
Tbe fcss^srktf# of Ui«. Doniinioris, India stands in n 

tnUsh GoTprnin^Bi rf'*rd- ditTenuil leJatioii. ami that the principle of 
sB.oanBiT. lm{kfii.d I’refereuee may be utilised against 

India to uiterfcro ujth her ^^.^eal autonomy. \Vc would remind 
them that the principle of permitting India to decide her own fUeal 
policy has been staled m the most explicit terms, W’c quote once 
wore the recommendation made by tlie Joint Select Commitlco on 
, the Government of India Bill iu their rci>ort on clause 33 : — 

“ Whatever bo the right fiscal policy for Imli.i, for the needs 
of her consumers as wcU as for her mnnufacturers, it is 
quite clear that she should have the same liberty to 
consider her interests as Great Britain, Australia, Ncu* 
Zealand. Canada and South Africa. In the opinion of 
the Committee, tlierefore, the Secretary of State should 
as far 45b possible avoid interference on this subject 
when the Go%emmeut of India and its Legislature are 
iu agreement, and they think that his intervention, when 
it does take place, should be limited to safeguarding the 
international obligations of the Empire or any fiscal 
arrangements within the Empire to which Ilis STajesty's 
Goveminent is a party,” 

In his despatch of the 30th June 3921 the Secretary of State 
said that on behalf of His Majesty’s Government he had accepted 
the principle recommended hy the Joint Committee in (his passage. 
It is true that some doubt may be aroused by the wonis ** nn.v fiscal 
arrangeraents within the Empire io which Ills ilajest.v s Government 
is a partv,” But we have explained that Imperial rrefen-nei*, «s 
hitherto practised and as understood by us, eiumot iinolvo any dic- 
tation by His Jilajcsly’s Go\on.inent to nn^* ixwtion of the K'mpiic. 
The convention which the Sceielary of St.atc ha^ undertaken to 
establish gives, it is true, no assurance that a indiey favoured by the 
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Indian Legislature will necessarily l)c adopted. But it does, we 
think, give a practical assurance that no fiscal measures which the 
Indian Legislature docs not approve will he adopted in India. j\ny 
fear therefore that particular applications of a policy of preference 
can he made contrary to the w'ishes of the Legislature appears to us 
to he illusory. Nevertheless we would put the matter beyond all 
possible doubt by asserting as our third principle that no preference 
should be granted on any commodity without the explicit approval 
of the Indian Legislature. 

260. Hitherto we have discussed this question purely from the 

point of view of India’s interests and 

T 0 mpeml tipcct India’s feelings. But we are not blind, and 
we do not believe that Indian opinion will be blind, to the larger 
Imperial aspect. In discussing the advantages that Great Britain 
might derive from a preference in the Indian market wo have 
hitherto treated that advantage solely from the narrow economic 
aspect, and it has presented itself as an advantage to be derived 
by particular industries or particular manufacturers. But oven on 
the material and strictly economic side the interests involved are 
far wider than those of the prosperity of particular industries. 
Wc do not foigct that the United Eingdom is the heart of the 
Empire, that on its strength depends the strength and cohesion 
of the Empire, and that its strength is bound up with the prosperity 
of its export trade, which has enabled a small island to find the 
resources which bind together and uphold the great Commonwealth' 
of Nations known os the British Empire. Unless the United 
Kiiig'dom maintains its export trade the heart of the Empire will 
^yeaken, and this is a contingency to which no part of the Empire 
can be indifferent. Nor again do wo forget that the communica- 
tions of the Empire are guarded by the British Navy, and that the 
burden of maintaining that essential service falls almost entirely on 
the people of the United Kingdom. 

261. "While however wc do not ignore the material side of the 

, . policy of Imperial Preference, wo believe 

0 icnUiaent o Empire, Sentiment with which it 18 associated 

even more important. Imperial Preference is regarded through- 
out the Empire as a means of strengthening the ties which hind 
together its ecaltcrcd units. Adhesion to the policy of Imperial 
Preference is thus coming to bg regarded os a teat of loyalty to the 
Empire, a.s a proof that the various parts of the Empire look beyond 
their own immcdiato interests and recognise their position as partj 
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of 8 greater whole. From this point of view we firmly believe that 
India should not turn her back on the principles which have been 
adopted in the greater part of the Empire and arc rapidly being 
extended to the remainder. AVe would not have India standing in 
aposition of moral i';i>liitn'n within the Empire. The view has been 
expressed that in consequence of India’s special economic situation, 
which we have explained in detail above, and her consequent inabi- 
lity to grant preferences which arc likely to be of serious economic 
xalne, such a gift as slie might m.nkc wouhl be regarded as valueless. 
’iVe are convinced that such a x iow is wholly mistaken, and that on the 
contrary a free gift from India, liower'cr small, would be welcomed 
by the United Kingdom as a gt^slure of friendship and 'as a proof 
that India realised her position as a member of the Empire. 


262. We recognise that the question of Imperial Preference is 
Decuioa aait rest witb wluch can only bc determiuod in 
«i«L*ff!st»ttirfl accordance with Indian opinion j and that 

tae Indian view can be best ascertained by reference to the Council 
of State and the Legislative .*\s.scmbly, without whoso free consent 
no such policy can be adopted. Wc feel confident that tho Indian 
Legislature will consider (he obligations of India in this matter as a 


■ PriMipi.. »ii.h component part ot the Empire. We have 

tay »pp!ieatioo of endeavoured to luuicatc certain principles 
which should govern the application of the 
policy, if adopted. Wo repeat them once more. In the first place, 
no preference should be granted on any article without the approval 
of the Indian Legislature. Secondly, no preference given should in 


any way diminish the protection required by Indian industries. 
Thirdly, the preference should not involve any appreciable economic 
loss to India after taking into account the economic gain which 
India derives from the preference granted her by the United 
Kingdom. 


263, It is evident that the Legidature can hardly be asked to 
SBC 5 e*teaeaau 5 fTl. 7 T.«fl pronouncc an opinion on the policy untU it 
Bo»ri has some idea of the extent to which its 


application is feasible. We would therefore recommend that, as a 
preliminary to any consider.ation of the desirability of India adojit- 
ing the policy of Imperial Preference, on e.Tamuiation should be made 
by the Tariif Board to determine whether there arc any eommoditios 
on which preference might be given in accordance with tlie principles 
which we have laid down, to tlie benefit of tlie Empire and without 
detriment to Indian interests. 



drAwra xm 


Ui 


264. Hitherto in discns<?iDg the question of Tmperifll Preference 
^ , ■ . , . , . we have confined o\ir consideration to nre- 

PolicT to be adopted to* . x i i xi \ 

wards the DomioioTJs and fercnccs granted to the mother country. 
Colouioj. 'With regard to other parts of the Empire 

wo would recommend a different policy. AVe suggest that to the 
United Kingdom should be offered such preferences as India may 
find she is able to offer without appreciable injury to herself. "With 
regard to other parts of the Empire we recommend a policy of reci- 
procit}’ such ns is already adopted by more than one Dominion for 
inter-<lominion trade relations ; that is to say, preferences should be 
granted only as the result of agreements which might prove to the 
mutual advantage of both parties. In this connection India would 
doubtless not be unmindful of Ibc fact that she already enjoys the 
benefit of certain concessions granted by Canada and New Zealand. 
The agreements u-lucb ue contemplate would be purely voluntary ; 
there would be no kind of obligation on India to enter into them 
unless her omi interests appeared to demand it ; and it is evident 
that political considerations could not be eveludcd in determining 
whether it was desirable for India to enter into an economic agree- 
ment or not. 


265. Wc think it is nccessaiy that there should be laid down for 
Tlie question a practical India some policy of the nature outlined 
above in regard to trade relations with other 
parts of the Empire. We have already mentioned that India receives 
preferences from Canada and New Zealand. Wc understand that 
proposals for reciprocity were received in 3919 from one of the 
Dominions. We have recently been informed by the Canadian 
Government Trade Commissioner to India that a jireference on motor 
ears granted to Canada would stimulate the present tendency for 
the well known makes of American cars destined for the Indian 
market to be made in Canada, and would be regarded ns a graceful 
reciprocal act on the part of India. It seems probable tliat this 
benefit could be conferred on Canada without any appreciable loss 
to India. We li.ave nl«o received strong representations from the 
Government of Mauritius and the Mauritius Chambers of Commerce 
and Agriculture requesting that preference may he given to Mauritius 
sugar in the Indian market. We realise 
itaantiai tasmr, that, judged by ordinary economic princi- 
ples, the case for a jirefciviice on Mauritius sugar is not strong. 
The proportion of ^Tnnritins sugar to the total imports of sugar into 
Imli.v is siiunll, and there .appears to be little probability that jrnnritius 
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Trill ever be able to supply the whole Indian market. Nor do 
seem that JlaurUius, though wilUiig to grant India reciprocal ben 
would be able to offer anything -which would be of material ndvan 
At the same time it has been ui^cd that the majority of tiic popuh 
of llauritius is Indian, that Mauritius sugar is grown entirely 
Indian labour and that a large proportion of it is owned by In 
proprietors. A case like this is, we consider, suitable for exan 
tion by the Tariff Board j and the Legislature should then d< 
after balancing the advantages and disadvantages whctlier it w 
he to the interests of India to enter into n reciprocal agreement 
Mauritius. 
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CHAPTER XIV. 

The Form and Application of the Tariff. 

2C6. Customs duties take as a nde one of two forms. They 
ep«ifio ana aa rniwfm either specific, that is to say, the duty 
ante is expressed ns n definite sum to be paid 

for a definite weight or measure of the commodity, or nd roTorrm, 
in which case the duty is expressed ns a percentage of the value 
of the commodity. Tariffs in their earlier stages have usually 
been based on ad valorem duties, but in most of the more advanced 
countries except the United States ad valorem duties have been, 
wberever possible, superseded by specific duties. 

2G7. The great advantage of n specific duty is the ease and 
U.J dma™. «rt»in'y "'ith which it is colicctcci. Ths 
tapet customs officials have to perform a task 

(0 ftamlniftratiTe. u-bich IS bordly more than mechanical. 
There is little possibility of dispute between the customs authorities 
and the importers, and little opportunity for fraud. In these 
respects the system of ad valorem duties is obviously less desirable. 
In the case of an ad valorem duty the primaiy difficulty is to ascer. 
tain fairly the value of the goods to be assessed. In India under 
section 30 of the Sea Customs Act the vtiIub for purposes of customs 
assessment is based on the current local wholesale' value if ascertain- 
able, and otherwise on landed cost. In other countries it is more 
usual to base the value upon the foreign selling price adding freight 
and other charges. Both .«^tcnis have their inconveniences. The 
I nd i an system places a heavy responsibility on the appraisers. Tho 
alternative system lends itself to the presentation of fraudulent in- 
voices, which it is difficult to check without an elaborate and oxpen- 
eIvc consular service. Wlien duties are at a low rate the disadvant- 
ages of the ad valorem sj'stem arc less marked ; but with high duties 
the assessment of the v.sltie of the goods becomes a matter of serious 
pecuniary importance. The honest importer is likely to difpute more 
keenly the valuation, while the less scrupulous may be tempted to 
evade the duly hy false declarations, or may endeavour to obtain a 
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favoTirablc assessment by corrupt methods. Trith large sums of 
money involved, the responsilaUty placed upon the customs officials 
becomes verj* heavy. From the administrative point of view there is 
no doubt that when rates arc as high as they now arc in India Bpcci> 
fic duties are preferable to ad valorem. 

268. The system of ad volorcm duties moreover involvea certain 
(..) iht iniwest ot Hi® disadvantages to the importer. A rise in 

importer. , tjjc price of an article imported means a 

corresponding rise in the duty payable, and it is possible that tho 
importer, having contracted to sell at a particular rate, may find 
that the increased duty payable over and above what he had 
calculated toms his anticipated profit into a loss. This gives a 
somewhat imdesirablc character of speculation to import trans- 
actioiK. In the ease of a specific duty on the other hand the 
importer can calculate beforehand exactly the amount of duty that 
wiU be payable, and his calculation of this item cannot be upset 
by any change in prices. 

269. On 'the other hand, specific duties have obvious dlsadvaut* 

(1*0 iUbimy e( r»t« ui When prices arc finctaating con* 

wabipjjty. fiiderably a specific du^ results in continual 
changes in the rate of duty. WTien prices fall the specific duty is 
relatively high ; when prices rise it is relatively low. Again a speci- 
fic duty conveys as a rule to the general public, and even to a majo- 
rity of the Legislature, a very imperfect idea of the rate of duty and 
the actual burden which is being imposed ; and in the discussion of 
such duties in the I/egialature a marked advantage is enjoyed by men 
with expert knowledge, who are precisely those who are likely to be 
personally interested in the duty. A system of specific duties un- 
doubtedly tends to accommodate itself more easily to the production 
of effects not really intended by the I^islaling body^ 

270. So fat as the Qovenunent revenue is concerned the ad 

valorem system is probably more advan- 
(tc) Oorertment mcoce. H provides ' fot an automatic 

increase in the revenue :when prices rise, vrhflo the specific duty 
provides against a fall in tho Oovemment revenue when prices 
fall. On the whole it appears more desirable that the revenue 
khould increase automatically as tho needs of the Govenmicut aro 
increased by higher prices, than that the Government revenue 
should be mamtaiaed unaltered when owing to n fall in prices tho 
expenses of Government are diminished. 
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271. Finally from the point of view of protection the nyatem of 
(«•) a'lcfjnacy it protcc- Kpccjfic dutics gives 110 assurancc that the 

intentions of the State will he carried out. 
H the general level of prices rises to a marhed degree, the full 
protection designed by the Legislature may not bo afforded. If 
on the other hand the general level of prices falls, the protection 
may prove excessive. 

272. Hitherto we haVc discussed the question as between specific 

Naitirai limitations ontho Valorem dutics as if the choice were 

imposition of FpccificdniicB. all cascs free. But it is evident that 

this is not bo. A specific duty cannot be imposed unless there is 
either little variation in the quality of the article concerned or it 
is possible to define the different qualities with considerable 
accuracy. Unless these conditions arc fulfilled a specific duty is 
obviously most unfair, as it results in charging a uniform amount 
on articles of very different value. It is evident therefore that 
any considerable extension of specific dutics involves a corres- 
ponding elaboration of the definitions in the tariff. For instance, 
it has been suggested that a system of specific dutics should be 
applied to cotton piece-goods. At present these form only one 
item in the tariff schedule, and are not further defined. But if 
specific duties were applied, it would be necessary to draw up a 
number of different headings and to enter into minute definitions, 
l^irthor, it is clear that certain articles would never be susceptible 
of treatment by mcaus of specific duties. Such tilings ns machinery 
or certain kinds of apparel have a range of value per unit so T\ide, 
that it would evidently be out of the question to put a uniform 
amount of duty on all units. 

273. The Indian tariff at present is based for the most part on 

ad valorem duties. But certain important 

T#nS TaioaUons. articles sucli as salt, kerosene oil, liquors and 
matches arc subject to specific duties, and other important classes 
notably sugar, metals, silk, chemicals and dyes arc assessed by means 
o! a Bpccial combination of specific and ad valorem duties known 
fls tariff valuation. The principle of a tariff valuation is that the 
Government from time to lime determines the value of the article 
for purposes of assessment, and thereby relieves tho customu 
ofilcials from this part of their task, TJio haiictloncd ad valorem 
rate is then applied to tho conventional value fixed for the article. 
The tariff valuation is thus equivalent to a hystem of specific dutics 
adjusted from time to time to meet fluctuations in prices, tho basis 

•V 
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o£ the duty rcraainhig a uniform acl voforcm rale. This gystcra 
to a large extent comhmes the advanlagM of both apccific and 
.ad vflJorcHi duties. The collection is as simple as the collection 
of a specific duty. The importer also is able to calculate ahead 
approximately TThat duty he 'wiU have to pay. If the adjustments 
are made at frequent intervals the intentions of the Legislature in 
regard to the rate of duty ■will not be defeated by finctuations in 
price, and the public will know the exact rate at which the duty is 
being levied. 

274. The ordinary practice in India has been to. fix new tariff 
Ait«n.tiT0 pTbejpicBfe* valuations once a year. The valuations 
fixing BtanffTaiMbon. gtc based upon considerations both of 
current rates and future prospects, the object being as far as 
possible to fix a valuation which shall not differ widely from the 
actual value during the period for which the valuation is in force. 
The valuation is therefore in the nature of an estimate or guess, 
end it sometimes happens that prices do not follow the course 
anticipated, ;7ith tlie result that the tariff valuation differs con* 
sidcrably from the actual market value. In such circumtanccs 
traders not infrequently complain. But there is another method 
which has been followed in the ease of sugar. Here no attempt 
is made to estimate the probable course of cvenhs. The valuation 
is an automatic process. The valuation for each year is bused 
on the average values of sugar foe the twelve months preceding. 
There is no pretence that the valuation should correspond to the 
actual value for the period for which it is in force. A frankly 
conventional value is fixed. But this system has the advantage 
that the human factor is eliminated, and that merchants arc able 
Tho antoMtic Ta'oaticB calculaU ahead approximately what the 
pr«ferr<?d. Valuation will be. A qystem of this natu/o, 

based possibly on the prices of the preceding three year# instead of 
only one year, seems to. us to have much, to commend it. It tvould 
of course be necessary for Government to publish monthly tho 
prices which, would afterwards form the basin for the valuation ; 
and wo realise that this might he a somewhat elaborate business 
if the system w’ere %yidely extended. But we think that a scheme 
of this nature goes so far in the direction of combining the 
advantages and minimising the disadvantages of tho spcciOc and 
cd valonvi systems that the Tariff Board might be directed to 
examine the feasibility and desirabdUy of the extended use of a 
system based on these principles. 
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275. It iias been suggested that the tariii valuation system just 
dc:>cribcd not only 1ms the obvious 
Lirifl Tiioations on protcc- .ulvaiitagcs to vhich attention has been 
tiTo duties. directed, but in a protective tariff operates 

to the advantage both o£ the producer and of the consumer. We give 
in Appendix E a table showing the effect of tariff valuations on this 
ba^ as compared with ad valorem duties under various possible com- 
binations of prices. It is clear that when prices are low the tariff 
valuation gives a heavier actual duly than the ad valorem system j 
when prices are high it gives a lighter duty. It has been argued 
that this result is to the bcncOt both of the consumer and the 
producer. [When prices arc low, the consumer can afford to pay 
a little more in the shape of duty j when prices are high, it is a 
relief to him to pay a little less duly. From the point of view of 
the nianufucturcr, when prices are low it means that there is 
dcprc'isiou in the industrj- ; it Is probable that there is depression 
elsewhere, and that foreign countries will be prepared to sell their 
products at a very low figure in the Indian market. At such 
times the Indian producer requires a higher degree of protection, 
and this is what the tariiT valuation system will give him. On 
the other hand when prices are high, the industry l^th in India 
and elsewhere is doing well ; the demand is in excess of the 
supply, and therefore the In^'an producer is likely to require 
proporlionalely less iirolcclion. 


27G. Our general conclusion is that, while the Indian tariff most 
i>r«.6o ilniic, iu,a toll cont.im ns nt present ad valorem iniii 
T»io*tioaB to bo MtcndcU Specific duties and tariff valuations, the 
caouoMiy. system of specific duties and tariff valua- 

tions might be extended cautiously, wherever examination by the 
Tariff Board shows- that this is likely to be in the general 
interests. 


277. Any considerable extension of specific duties or tariff yalua- 
to clubetoion ^ incvitaWy. lead,’ ns haw 

ciUieUriff, pointcd out aboTD, to an elaboration of the 

(0 to rtasoTo ambJffaitics. vase wc think that elabora- 

tion is desirable. [Wo hove been gh-cn to understand that in many 
cases the present wide cat^ories give rise to difficulties of inter- 
pretation. Ambiguities arise Xrom a particular article coining 
partially under ono head and partially under another. Such 
ambiguities can only be remov^ by. a more det^ed description of 
prUclea, and we think that the elaboration of .the tariff oit these ■» 
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linM Trfll render tte administratinn of the cnstonis simpler Lotli 
for the ataff and tor importers. 

2T8. Protection too tends inevitably to an elaboration of tho 
1 . tarift. So Ions ns the object of tho 

(»0 to enable pToterfionlo . . . 

. be girea mth diacriaiaa- taruE 13 merely to raise revenue, any 
considerable differentiation betnxen articles 
of the general description is unnecessary. But as soon as the 
tariff is framed on protectionist principles and daties are fixed with 
reference to the needs of Indian indnstries and the degree of com- 
petition from abroad, it is inevitable that certain artidea of 
a general olass ^rill require more, and certain artides mil require 
less, protection. This result can only be achieved by distinguish- 
ing between them, and therefore multiplying the number of different 
items in the tariff. An examination of the tariffs of protectionist 
countries proves conclusively the truth of these obsen-ations. 
From this point of view also therefore we must contemplate a 
considerable elaboration of the existin? tariff descriptions and a 
considerable increase in the number of items. 

279. "We tabs the opportunity of ftsphasising here a point io 
Defiaitiota Bot to b* bised ‘^'Wch WO have already drawn attention 
on loteaded Jn connection with the treatment of 

electrical transml-islon pear, namely that the definitions of artides 
in the tariff should not be based on the intentions of the importers 
and the use to which the articles are to be put. The customs 
officers must be given a clear definition which is capable <of 
immediate identification. If opce considerations of iutentira 
enter, it becomes difficult for the customs officers to make a preli- 
minary decision as to what the intentions may he, and it becomes 
necessary to verify subsequently by vexatious enquiries whetlier 
the presumed Intentions have been carried out, 

2S0. It is noticeable' that most of the protectionist countries have 
adopted some form of double tariif. The 
Double tariff*. commoncst form is the general and conve.':- 
tional tariff which arises in the following way. A general tariff J*- 
passed by the Legislature. Commercial treaties are then negotiej?'! 
with various countries, providing formiitnal tariff eonce-^^ion'^ 
concessions granted to one conntry as the result of Fueh a treats' i,-r 
usuallv hv the most favourwl nation clause extended to £>• , 

countries ’ As the result, therefore, of a series of frrath-v' - . - 
or conventional tariff is clereloped wliieU emlwlles cM n. 
granted as the result oE these commerci.al treaties, a ^ ;; 
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of tlie double tariff is known ns the maximum and minimum pystem'. 
In this case tiio Legislature frames two tariffs, one at a higher and the 
other at a lower rate, known as the maximum and the minimum. 
Negotiations are then entered into with other countries, and when 
satisfactory concessions are received from them they arc admitted 
to tlic benefit of the minimum tariff, cither generally or in respect 
of particular items. Tlie system differs from the one described above 
mainly in the fact that the concessional rates are laid down by the 
Legislature and are not left to be determined by diplomatic negoti- 
ations with each country. 

281. Wc have no hesitation in saying that neither of these 

_ systems is in the least suitable to Indian 

naai a e o n m. conditions. It has to be remembered that 
conntrioa which export manufactures largely arc faced with special 
difiieultics in the way of hostile foriffs, and they are driven to the 
necessity of meeting those difiieultics by making special arrange- 
ments, such as those which issue in these systems of double tariffs. 
But India is mainly an exporter of raw materials ; her exports are 
not faced by hostile tariff walls, and she is not yet therefore under 
the necessity of pushing her exports by means of special negotiations 
or the grant of reciprocal concessions. On general grounds it is 
obviously desirable to avoid this system of double tariffs if possible. 
Wo arc recomnieiuling a more or less scientific determination of the 
amount of protection required by each industry. A double tariff 
would upset this principle of granting adequate protection. It would 
mean that one of tlie two taiiffs was excessive or in.ndcquntc. India's 
pohey should be to impose the dutiPs whicli her own actual conditions 
demand, and not to frame her duties witli refcicnce to any otlier 
considerations. The objections which wc have just pointed out apply 
of course to n preferential tariff, and we have already indicated them 
in discussing the principle of Imperial Preference. We have given 
our view tliat India should not adopt a general preferential system ; 
and any preferences that may be granted on particular articles will 
not be equivalent to the construction of o double tariff of the nature 
VC arc here discussing. 

282. At the same time, while wc arc convinced tliat it is neither a 

r».l d„i,Mi „id,l K necessity nor of ndvanlogo to 

nnitoywi jn cMfi of neecf- India to attempt to obtain special concessions 
for herself l>y means of negotiations, still 
les.s to embark on any kind of nggre.ssivc commcrclnl policy, we admit 
that cases might arise in which Indian exports are treated unfairly 
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by other countries:, or tinfair di>cri 2 riratior. t« yraitE*-^! a^nirat 
them. In such cases it i<s important that India shonltl not l*i defeno^ 
less. The Tveapon rrhieh we rccomtaend. should snch a contin- 
gency ■unfortunately arise, is the imposition of special penal rates 
against any country from which such unfair treatment is eiperi- 
eneed. As we have already explained in dealing with export duties, 
we would not exclude in such a case the use of penal export duties as 
well as penal import duties. But great care would have to be exer- 
cised in applying such penal duties to see that India did not suffer 
more than the country against whieli the weapon was directed. For 
instance, if a penal rate of duty is imposed on an article in which the 
penalised country holds a commanding position in the Indian market, 
the result will inevitahly be that the price will be raised to the Indian 
consumer. If the pcnaltj* is to be immediately effective, and is not 
to injure the Indian consumer, it must be applied to articles the im- 
port of which from the penalised countrj* is comparatively small, so 
that there is every prospect that .the effect of the penalty will be to 
drive it out of the Indian market altogether. 

283, "We realise that the procedure for imposing any such penal 
ProceOnro foT impoiiny ^atcs might bc cumbrous. The negotiations 

penal which would prcccdc any sucli action would 

have to be conducted through the British Government, and it svonld 
be necessary for the British Government to maintain a right of inter- 
ference in case the action which India wished to take were lllicly 
to affect the larger interests of the Empire. . 

284. We do not wish to leave the impression that in mentioning 
lujarioo. effects of tanff possible ncccssity of imposing penal rates 

wc arc ill favour of such action except in 
case of extreme necessity, or arc not fully conscious of tlie undesirnlilo 
results of tariff wars. It is wldom that a tariff war 1ms done any- 
thing but harm to both the countries which have entered on it. Even 
retaliatory measures which achieve their end arc not without 
their disadvantages. They disturb the rate of duty which is con- 
sidered necessary for an industry, and If they are not immediately 
successful, vested interests may grow up under sholter of a duty 
which from the point of view of India is excessive, and it may he 
dilTicuU, e\en uhen the necessity for retaliation has censed, to lower 
the duty to the real economic level. WV cannot sum up the policy 
which ive recommend for other than Imperial trade rcintioris more 
clearly than in the words used hy the United fitntes Tariff Com- 
hiis'slon in its Report on Reciprocily nml Cominereinl Treaties • “The 
United States slionhl ask no Rpeeinl favours and should grant no 

X 



CHAlTKi; XIV 


151 


special favonrs. It slioiild exercise its poTvci’S and should impose 
its penalties not for the purpose of securing discrimination in its 
favour hut to prevent discrimination to its disadvantage.” If 
India observes these piinciples we do Jiot anticipate that she will 
be driven to take any retaliatory action except in verj' rare cases. 

285. Under the existing law no cuatojns duties are levied on goods 

- . , . , ,1 . belonging to the Government. We have 

CnstoinB dnty iVuId be , • i x e -i- • 

cbarcwl on po-xli b^’-onging rcccivcd a considerable amount oi critieism 
to OoTeromeut. provision. Government is the prin- 

cipal buyer of goods from abroad, and it is evident that, if Govern- 
ment stores eoine in free of im)icrt duty, Indian manufacturis will, 
in a wide field of competition, not receive the protection chwigned 
for them. It is true that this point has been realised by the 
Government and that it has teen laid down that in comparing the 
prices of Indian and imported goods the cost of import duty should bo 
added to •the imported p^-ods. This however is merely a paper 
transaction, and wo found a general feeling among industrialists 
that this safeguard was not one (hat could he relied on fully. 
We share these views. The safeguard prescribed hy the Government 
may easily be overlooked by individual officers. If on the other 
hand duty is actually collected on Government imports, there can 
bo no possibility that this item in the cost of imported stores will 
remain unnoticed. We recommend, tlicrcforc, that in the intiTists 
of Indian industries duty ahoold be charged on goods belonging to 
the Government, and that the proviso to section 20 of the Sen Customs 
Act should be repealed. 


28G. This general recommendation must be understood aa subject 

_ . , .to one ob\ious ntudificntion. There are 

Exeopt ID tno caao of , . , , -n . 

■rtieic* not iikclj to bo certain articles -sucJi ns guns, rules, etc., 
^nnfMtnred in lnd» by which coiild not possihiv he madc”"iu India 
rriTMo oDterpriie. . ' . ' , . . 

by private enterprise, and it is evident that 
no purpose would lie served by going through the curnhrous and un- 
necessarj* process of assessing duty on such article*. In these cases 
examination or assessment by the customs oflicmls would lie a mere 
waste of time and money. Wc recommend, therefore, that all articles 
of this nature, namely, such ns are not likely to he manufactured in 
India by private enterprise sliotild 1m* e.vrmpted by speeinl iiofifioa* 
tioii under the Rea Customs Act. 

287. We are aware that eertaiii ohjeetions have lieen taken to 
lo tbUproTMcU tl‘® »vT.tcm of paying duty on Government 
ii"tt>f rT^*l^lIlporta^l^^ iiniMirts which we advocate. But wc do not 
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think that 'hose objection^ «re ot sufficient importaticc to oulwclsh 
the ttdvuutiv^cs which Tu<\\au uwlustrics arc likely to derive from, the 
adoption of the propostd. It has hoeii pointed out, for instanep, 
that chnivin? duty on (ioveniinciit stores will mean a large increase 
in the figures both on the revenue and the expenditure side of the 
Govemmeut accounts. "We realise that this may be held to involve 
certain disadvantages, but we do not think that they are of serious 
importance. It is also no doubt true that, unless special arrange* 
intnts arc made, the change would have some adverse financial effect 
on liOeal Governments, inasmuch ns import duty would be paid by 
them while the revenue would accrue to the Central Government. 
Til’S however is a matter of detail, in regard to which it would bo 
out of place for us to make any recommendations. A third objectiou 
of more importance has been raised. The adoption of the rule which 
we propose will mean that duty will for the first time be paid on 
raihvay material imported by State railways worked by the State. 
Consc*iueutly the cost of running these railways will be increased, 
and this, it is suggested, might necessitate an increase of freight 
I’ates and fares. We do not however anticipate that any such result 
need iiccev.arily follow'. \Vo must point out in the first place that 
the duty is already paid on material imported by company worked 
railways, and to charge duty on Government import# would merely 
put the State worked railways on a level with the company worked 
railways Furthcr.thc financial position of Government is in no way. 
impaired by charging duty on Ooverument stores. Even if the 
State railways make lees profit and the State icveuues are in tide 
icspect diminished, the Geverument receives an enhanced revenue 
from the customs duty paid. The financial position of the Govern- 
ment of India looked at as e whole is in no way affected. 

288. But while we sec no objection to duty being charged on the 
topstta.lfonnitaj- sto* Of State xaa»~jya 

outemlL worked by the State, just as it is charged 

on the plant and rolling stock, of other railways, we must not neces- 
sarily be understood to endorse the suitability of the existing rate of 
duty on these articles. In the budget for the current year it was 
proposed that the duty both on machinery and on railway plant and 
rolling stock should be raised from 2i to 10 per cent. These two 
classes had hitherto for reasons of practical convenience always 
received similar treatment. On grounds which we entirely approve 
the Legislature declined to raise the duty on machinery from L»i 
to 10 per cent. ; but the proposed increase on railway material waa 
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passed -without discussion. The proper relationship of the duties on 
macliinerj’, on railway materials, and on iron and steel (which is also 
now liable to duty at 10 per cent.) is n question of some complication, 
which we think will have to be examined 
(t) reTcnoe effect. Tariff Board. We only wish to draw 

attention to two points. The fii-st is that, as the bulk of the profits 
oil railways accrues to the State, the taxation of railway material 
has a very much smaller practical effect on the revenue thau appears 
at first sight, and that a high duty may he of comparatively little 
importance from the point of view of 
(n) protectiTfl effect. revcnuc. The second point is that, while 
a liigh duty will give protection and thereby encourage the maini- 
fnctiire of railway material in India, an object with which we haio 
cvciy sympathy, it is by no means certain that a protective duty is 
the best means of encouraging such manufacture. The principles 
which should govern the encouragement of manufacture of rsiluay 
material are not unlike those which wo have laid down for machinery. 
In tbe case of machinery we pointed out the undcsirnhility of 
cneouraging manufacture in India by the device of raisins: the 
cost to the purchasers of machinery in India, and we rcconi* 
mended that wherever a good case was made out for the encourage- 
ment of the mauufacturc of machinery in India such encouragement 
should be given by means of bounties. A cheap railway service 
is of nearly as great importance to industries as cheap machinery, 
and it i>ould bo difiicult to justify a liigh duty on railway materials, 
if it were likely to raise the cost of the railway service, merely in 
oriliT to protect the manufacture of railway material in India. 
Moreover wc doubt ivhether other methods of cneouraging such 
uianufactnre would not be found at any rate equally efficacious. We 
examined in Calcutta the representative of the Indian Standard 
Wagon Company, Limited, and he adiiiilted tlmt perhapo the point 
cf jiiost imporlnncc to the work of this company nas a steady sti-cam 
of orders, .aiul that if Government would give a contract for a period 
of years on a sliding scale of prices the company would receive icrj’ 
substantial encouragement. Wc doubt, therefore, uliether it will bo 
found cither necessary' or ndvii>ablc to maintain a high rate of duty 
on railway material merely in couBideratiou of its protective effect. 



FOELIQN CAPITAL 


H7 
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Foreign Capital. 

289. Capital plays a promincut part in any scheme o£ 

_ ... . , industrialisation, and in view of our reeom- 

The life ol foreipi eapiUl ... , ’ p t j- .r* t 

lo-dereiop Tndii teganied inciulatioii'i llic question of India finding 
with aoepicion. adequate capital requires examination. 

In this connection many witnesses who gave evidence before ns 
regarded the possibility of an inflow of foreign capital ns an evil 
to be oppo-'Cil by. special restrictions. The argument as stated 
in its most reasonable form is as follows : — Protection involves a 
sacrifice on the pait of India. India is not prepared to incur that 
bacritice in order that other countries may reap the benefit. If the 
capital for the new industries which will be started in India under 
a system of protection is Indian, the profits of those indnstries will 
go to Indians. If on the other hand to any considerable extent the 
capital attracted to Indian industries is foreign, the advan- 
tages of the Indian consumer’s sacrifice w’ill go to the 
foreigner. This argument derives its plausibility from the 

fact tliat It does not stale the case fully. If it were 

true that employment of foreign capital would merely benefit 
the foreign capitalist and would not benefit India, no one would 

hesitate to condemn the use of foreign capital. But when the 

matter is really examined, there can be no doubt that, though the 
foreign capitalist may get his profit, the main advantage from the 
employment of foreign capital remains with the country in which 
it is employed. In the case of India this is particularly clear. 
In the earlier part of this report we have mentioned that 
Eeowjmio •dnaUgea ef India suffers notoriously from a lack of 
the DM c! foTOsa capital, capital, and that for her rapid development 
more capital is urgeullv required. If therefore in addition to her 
own resources of capital she is able to attract capital from abroad, 
her development will be accelerated. The same point may be 
expressed in a slightlv different way. Protection entails a sacrifice 
on the part of the consumer. Our object should be to make that 
sacrifice as short as possible. The wsrifice is complete when the 
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new industries Iiuvc fully developed. Therefore it is of the first 
importance that the development of new industries should proceed 
aa ra])idly as possible. The more capital is employed in the develop- 
ment of industries, the more rapid will that development be, and 
therefore the shorter will be tho period of the burden on the 
consumer. Moreover, apart from the intrinsic benefits of increased 
supplies of capital, the foreigner who brings his capital to India 
supplies India with many things of which at her present stage she 
stands greatly in need. It is on the whole the foreign capitalist 
who imiiorts into the country the technical Icnowledgc and tlie 
organisation which aie needed to give an impetus to industrial 
development. It is to him that wc must .look largely at fit>t 
for the introduction of new iiidustric.s and for instruction in tlic 
economics of mass production. By admitting foreign capital 
freely India admits the most up-lo-dntv methods and tho newest 
ideas, and she benefits by adopting those methods and assimilating 
those ideas. K she tried to exclude tlicm, the policy of industrial- 
isation which wc contemplate could with difilculty bo brought 
to a really successful pitch. Wc hold therefore that from tho 
economic iioiut of view all the advantages which wo anticipatn 
from a policy of increased industrialisation would he accentuated 
by the free utilisation of foreign capital and foreign resources. 

•J90. Some witnossc.s have admitted this, and yet have declared 

CnuicB of tiiBiTOBi of *^'”1 foreign capital to be 

foreign capital admitted except under definite restrictions. 
Wlial then is the cause of this neglect of an apparent economic 
advantage 1 Tlio rc.ssons for the distrust of foreign capital, 
sM'centuatcd as they are undoubtedly at the present moment by the 
political atmosphere, appear to ns to be mainly two. It is alleged 
that the vested interests of foreign capital tend to be antagonistic 
to political progress, and that if ns a result of protection foreign 
<!.ipital flows freely into the country and non-Indlan industrial 
interests strcngtlicn tbomsclvcs, their poAvor will bo thrown definitely 
info tlie scnlo ng.ninst the polilica! aspirations of India. Secondly, it 
is iillcgrd that foreign e.apilalists take no trouble to train up Indians, 
and <lo not give them a reason.'iblc ehatic-c of rising to positions of 
nsponsibilMy. uith the re-iiiH flml cntorpriK's under foreign conti’ol 
produce far less benefit in iiicroa«ed cmpl(»ymcnt and training of 
lndinn.s than theoretically they Hhniild produce. Wc do iiot 
propose to discius the neenrney of, these assertions which are 
jibAiously incajiablc of defiuite proof. There appears to ns to bo 
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a "rowin" tendency, dnc t« economic canse^. for foreiem cr.j.'trl 
to 'identify itseU 'vith the interesK of India, and we believe that 
the training of Indians for posts of gre.ater resfvonsibility will 
proceed apace nithout recourse to the doubtful expedients that 
have been suggested to ns. On the other hand, any attempt on 
the part of foreign national or trusts to obtain industrial and 
political control in India would if necessary ha\e to be resisted 
by legislation. 

291. As we have received a large amount of evidence bearing 
on this point, we Think it de.sirable to refer 
hayeS briefly to tlic restrictions wliich have been 

Tniian jomt stotk indni- proposed for application to non-Indian 
trial or i^iip.iing foTnnatiiss. joint .stock industrial or shipping com- 

panies. It has been suggested that all such companies should be 
registered in India with rupee capital and that the Board of Direct- 
ors should be located in India. It is perhaps not generally realised 
that the law at present provides that any company trading in India 
must be registered in India. The real object aimed at in this pro- 
posal is that the head office of the concern should he in India. It is 
evident that a provision of this nature, coupled with the insistence on 
the Board of Directors being located in India, would tend to 
identify the company more closely with India, and to that extent 
would be an advantage. Rupee capital would confer a further ad- 
vantage in that it would facilitate investment by Indians and there- 
fore help to keep the profits of the concern in the country. We realise 
that these objects are in themselves desirable. But we feel that 
the pi-aetical result of attempting to secure them by legislation 
would be that such business concerns as did not wish to comply 
with these conditions would be encouraged to carry on as private 
companies instead of forming themselves into joint stock com- 
panies, and this we should regard as an unfortunate result 
Under present conditions the heavy income tax in the United 
Kingdom provides a strong inducement to sterling companies to 
come out to India and adopt lupee capital ; and we think it 
prefcr-able to leave this process to develop itself on natural lines 
ratlier than to try to force the pace by compulsion. Suggestions 
have also been freely made by a large number of witnesses that 
it slioTild be provided hy law that a certain percentage pf the 
share capital should be held by Indians, or at least that Indians 
should he given a fair chance to subscribe to such companies on 
their initiation. We hold that an 3 ’ attempt to resen'e hy statute 
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a proportion of the capital for Indians would not only dis- 
conrnge the investment of foreign capital, but would also injure 
the interests of the Indian shareholders. Such reservation could 
only be secured by practically preventing the transfer to Europeans 
of shares held by Indians, whilst permitting the free sale of 
shares held by Europeans. Two markets for the shares would 
thus be created, a limited one for Indians and an unlimited one 
for Europeans, tlic former consequently being unable to realise 
full market value for their holdings. Witnesses who have put 
before us these suggestions have been unable to indicate any way 
out of the dilemma. It has also been suggested that Indian share- 
holders should be given the right to elect their owm directors in 
propovlinn to tlieir holdinss in the company. We need only point 
out that the existing constitution of companies is purely democratic 
and provides in o\ir opinion fully for the adequate representation 
of shareholders. The jiroposal to which wc have referred aruounls 
to a claim for communal representation in industries. TJic 
principle of eominunnl representation is admitted to be unfortunate 
in polities 5 it would bo Ukdy to be fatal in business, and would 
merely neeenluale racial feeling. We have in nnotlier place dealt 
with the propo>al that it should be made compulsory on all 
industrial firms to tram Indian apprentiees at the expense of 
Oovermnoiit. The rihjeclion which we have there .stated to any 
such general provision applies with equal nr even greater force 
to any suggestion that eucli an obligation Bbould bo laid on non- 
Indian firms alone. 


292. Wc tliink, bowexer, that where Government grants any- 
thing in the nature of a monopoly or a eon- 
erssion, wlioro iniMic mmipy is Riven to n 
Goremment coticc»«oni, company in the form of any kind of subsidy 
or bounty, or where a licence is granted to 
act ns a public utility company, it is reasonable that Government 
should make eerfaln stipulations. Where the Indian Government is 
granting concessions or where the Tiidinn ta.xpayers’ money is hoing 
devoted to the stimulation of an enterprise, it is n-asonnlile that 
.special stres-s Khonld be laid on the Indian character of (lie companies 
thus favoured. In all such cases wc think it would he reasonable to 
insist that companies enjoying Mich eonecssions should he incor- 
porated and registered in India with rupee capital, that there should 
be a reasonable proportion of Indian directors on the board and 
reasonable fneilities should be offered for the training of Indian 
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Apprentices at Government expense. "We notice that this policy has 
been generally accepted by the Government of India. Daring the 
debate in the Legislative Assembly on the 2nd March 1922 on the 
resolution moved by Sir Vithaldas Thackersey recommending that 
measures should be taken to provide that as large an amount as 
possible of the 150 crorcs set aside for the rehabilitation of railways 
doring the next five years should he spent in India, Mr. Cliatterjee 
on behalf of Government stated : ** The settled policy of the Govern, 
ment of India, as I think we have mentioned more than once in tliis 
Assembly, is that no concession should bo given to any firms in 
regard to industries in India, unless such firms have a rupee capital, 
unless such firms have a proportion, at any rate, of Indian 
directors, and unless such firms allow facilities for Indian appren-, 
tices to he trained in their works. This has been meptioned more 
than onef, and I can only repeat this declaration.” 

293. With the exception of such qiecial cases in which Govem- 
Ko further aiffrwatiitiou Went is granting concessions, we feel that 
idriiabie. jt is iindcsirahlc to attempt to differeutiato 

between foreign and Indian capitalists. The economic advantages 
of attracting foreign capital far outweigh any objection that may 
he taken to the fact that the profits of the industry to a certain 
extent leave the country. It must be remembered that no one, 
would advocate a policy of protection merely in order to enrich 
capitalists. Capitalists arc enriched, Imt this is merely a matter 
incidental to the main object, which is the development and enrich- 
ment of the whole country. Whether the immediate profit goes 
to a foreign or an Indian capitalist, the main and ultimate end, 
namely the enrichment of the conntrj-, will he attained. At the 
same time we are entirely conscious, not less from the economic 
than from the political point of view, of the importance of 
foreign capital identifying itself with the life and with the 
interests of the country in which it is being employed. As we 
have already stated, we think that present economic tendencies 
point towards such a development. We would leave these natural 
causes to produce their effects, and would not favour any artificial 
attempt to promote them by legislative enactment. The restric- 
tions proposed amount to an interference with private rights 
which we think it desirable to avoid, and even if this considera- 
’tion were ignored, we do not believe that it would be po«'<ihle 
to frame any legi^tion on these lines which cotdd not easily be 
evaded by a foreigner acting through the intemediaiy of an 
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Indian nominee. Standing on the threshold of great industrial 
possibilities, we feel* that our recommendations ■will be in vain if 
the free flow of capital is to be impeded by the erection of artificial 
barriers. We have sho'wn elsewhere that capital in India ia shy, 
especially in regard to new industrial enterprises. • Nor is the 
Indian investor satisfied with the low rates of interest at which 
in normal times money can be borrowed in Europe. TJiis fact 
is illustrated by the recent Jgsue on the London market on behalf 
of one of India’s largest industrial enterprises, the Tata Irou and 
Steel Company, of a debenture loan of two million sterling. 
India also needs foreign capital for various works of public utility. 
She is committed to a large programme of future borrowings. In 
addition to the 150 crores mentioned in the preceding poragrauh 
there is almosi unlimited scope for the employment of capital in 
railway extensions, irrigation and hydro'clcctric works, harbour 
and municipal developments and other productive .sources of re- 
venue. It is csNcnlial that such capital should be borrowed in tbc 
cheapest market and on the most favourable terms. Jf, however, 
legislation is enacted putting obstacles in the way of tlie employ- 
ment of foreign capital, India’s credit abroad will be ininrcTi. and 
the Britisli itnestor also will become shy. Tlic result will be that 
India will not bo able to obtain the money that she requires both 
for public ami pi it ale purposes, or will only be able to obtain it at 
roalerinlly higher rates, 

294. Wc do not know to what extent the views put before us 
r 7 M/>nt rwlioff* riflt by thev v itnesses arc generally held, hut 
HWjtoljo i-onnancnt. regard this opposition to foreign capital 

as a passing phase due to other than economic causes. Wc believe 
that the present feelings of tension will die out, if they arc not kept 
aihe by irritating racial discriminations, for the trend of thought in 
India is towards the ideal of equal opportunities and rights for all 
within the Empire. Tlierc is room both for Indian and British ip 
the vast field of industrial development, and wo believe that without 
any legislative compulsion it will be found that the two communities 
will co-operate Increasingly to the advantage of the country ns a 
whole. 
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CHAPTER XVI. 

Indian 'States and the Tariff. 


295. When our qnestionnairc was issued copies oE it were 
in-iianStAiespoBcernedia circulated to Indian States. It was felt 
the tartfl polioy, that they were closely concerned in 
the tariff policy which might be adopted by the Government 
of India, for, enclosed as they arc within the limits o£ the Indian 
enstoraa circle, their interests both as consumers and as producers 
nro identical with those of the population of British India. In 
addition to a few separate communications, we received a joint 
memorandum representing the \icw8 of no less than 32 Indian 
States, and wo had the advantage of examining at Delhi 
5lr. Manuhhai N. Mehta, Minister of the Baroda Stale, in connection 
with this joint memorandum. 

29G. We regret that wo have been unable to deal with tlic 
Allo»i,o. Of Bppewed to tho States to Ijo 

rcresue not vithio onr par- of thc most immediate and practical 
importance. It was strongly urged in the 
joint memorandum that the time had come, now that the income 
from customs had risen to such a high figure, to consider thc claim 
of the States to receive some share of that income. We lield, 
however, that the terms of our reference did not cover an eiupiivy 
into this complicated subject, which would raise questions of 
treaty ohligations and of contributions from the Slates for tho 
defence of India as a whole. Our duty is merely to recommend tho 
heat tariff policy for Indio, and not to attempt to decide how llie 
proceeds of the customs revenue should he divided. 

297. Leaving aside this question, we found that thc views of 
I»1U. cut.. t.T 0 .ia..crl- 111' States cumciJcd generally Ilia 

ininitingrpot«tioa. vjcws uliich have been espre-ssed to us 
in other parts of India. It is true that in one part of the 
joint memorandum it was said that, if the States were unable to 
§ecurc any satisfaction of their claim ^ a shar^ in the customs 
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revenue, it aiglit be to their advantage to keep that revenue aa 
low as possible and therefore to advocate a system of free trade. 
But it was made clear in a later passage, and by our oral examina- 
tion of Hr. Mehta, that the real view of the States was that for 
themselves as for the rest of India a policy of discriminating 
protection was the raost ‘suitable. ’Their final conclusion on this 
PQint is stated in the following words : that discriminating 
protection must be resorted to for the good of the country.” 

IJOS. Wc have conaidered whether the interests of the States 
and their .subjects will be fully safeguarded 
InSn StatM wtu be" under the scheme of protection which we 
• piuded. have outlined. It appears to us that in their 

(«} consamcii. .. .... 

capacity as consumers they will have 
exactly the same safeguard as the inhabitants of British India. 
The security of the consumer docs not consist so much in any 
right of representation to the Tariff Board (thougli it is obvious 
tlinl the subjects of Indian States should Imvc c.xnctly the same 
right as titc subjects of British India) as in the constitution of the 
Tariff Board itself. Wc do not anticipate that the consumer will 
in most cases raise an effective voice against any proposal for 
protection. But we arc proposing the establishment of a Tariff 
Board of unimpeachable integrity and impartiality, upon which 
will be laid the duty of sifting with the utmost care the claims 
of industries to protection, and insisting that thd necessity of 
protection should be fully proved. In this consists the' security 
of the consumer, and the consumer in the Indian States will enjoy 
that scenrity in exactly the same way as the cousumcr in British 
India. 

299. So far ’as industries in Indian States arc concerned, they 
will be able to join in the representations 
»») p ucen. iniulc by the same indastrics in British 

India. It is, however, conceivable that in certain eases the main 
interest of an industry may be centred in an Indian State. Wo 
were informed, for instance, that the ilysorc Slate Lad a prcilomi- 
nant interest in tbo sandalwood oil industry', and it seems probahlo 
that the production of raw silk is n matter of more importance 
to the States of Mysore and luisbrair than to any other parts of 
India. In such eases the industry concerned should have exactly, 
the same opiiortunilics for rcprcsciiling its case before the Tariff 
Board ns industries in British India, and v .'0 arc sure that theso 
Tcprescntalioiw would receive from 'the Tariff Board the sama 
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careiol MtenUon as the rcpreseulalions made by industries located 
iu Britisb, In^a. 

300. We haye assamed in the above remarka that the industries 
concerned ^ould be private industries,' and would represent their 
case in the same way as private industries in British India. But 
we are aware that many States take a special interest in the 
pioneering of industries ; and it might happen that the States 
themselves would wish to put forward a case for protection. In 
"such' an* cv^nt we' suggest 'that' the 'Statc' should represent the 
matter to 'the Government of -India, and that the Government 
of India' should then ensure that the fullest consideration was 
given to it by the Tariff Board. 

• 301. Suggestions have been made that the States might receive 
Eepresantation on Tnriff spccial representation on the Tariff Board. 

Board impraencaiu. This, liowevcr, is inconsistent with the 
organisation which we propose for that institution. ‘ We reject 
all'BUggestidna that the Tariff Board should take on a repre- 
Acntativo character, that it should be formed of representatives 
from provinces or representatives of particular interests or 
■ bodies. Any such constitution we consider would be entirely 
unsuitable. The qualifications which we contemplate for the 
members of the Tariff Board are personal qualifications, and not 
the representation of any special interests. It is evident there- 
fore that it would he impossible to propose that Indian Slates, 
eny more than particular provinces, should receive representation 
on tho Tariff Board. 
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CHAPTER XVn. 
The Tariff Board. 


802. We have made it clear throughout our report that the 

_ _ - „ , ...» successful working of the scheme of pro- 
Tho Tjitiff Board mass bo,. . ° ,,, 

a rermanent bodj of high tectiou W6 havo rccommcuded depends on 
Ktun-img. existence of a thoroughly competent 

and impartial Tariff Board. The Board must he one which will 
command the confidence of the country, and must be above suspi* 
cion of any subservience to particular interests. It is evident that 
the Board must be a permanent body. Consistent decisions and 
continuity of policy arc of primary importance, and these cannot ho 
secured except from a permanent board. We therefore rule out 
at once any idea of such an organisation as has been set up in the 
United Kingdom to deal with enquiries under the Safeguarding of 
Industries Act. There the Board of Trade refers particular 
enquiries to a committee consisting of five persons selected by the 
President of the Board from a permanent panel appointed by him 
mainly of men of commercial or industrial experience. No 
arrangement of this kind would give the continuity W'hich is cssen* 
tial to the Tariff Board we contemplate. 

303. It will be evident from our previous treatment of the 
i 3 o«ii not to t.k« ’’’“‘■‘‘I Board Bhorfd havo 

dooUioBs, but io Baba xo' uo powcr to take final decisions. Xn every 
commeadationi. dccisIon will rest with tho 

Government and tho Legislature. The province of the Tariff Board 
will be to make detailed enquiries into the claims for protection 
referred to it, and to express its conclusions in tho form of detailed 
and definite recommendations. There is 
taporUncao pu lei y. point in connection with tho enquiries 

and reports of the Tariff Board on which too great stress cannot be 
laid. This is the need for the utmost publicity. Publicity will 
emsuro full consideration being given to all interests affected. 
IHiblicity will also inspire confidence and remove the pos.sibiIity, 
of suspicion that recommendations are based on anything but tho 
public interests. The case for and against protection of cadi 
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industry sliould bo stated with perfect frnnlcness nnd lucidity, so 
that the public may bo in a position to form its own judgment. 
Nothing else ia so likely to minimise the dangers o! political cornip- 
tion to which wc have already referred. We do not mean neces- 
sarily that the whole investigation conducted by the Tariff Board 
should be held in public. But wc feel it is essential that the fact 
that enquiry is taking place should he widely known, that nil poss- 
ible interests should have every opportunity for representing their 
point of view, that a formal enquiry should bo held in public, and 
that the Government should publish the results of the enquiry 
promptly, whether it agrees with the conclusions of the Board or not. 
In cases in which the Government contemplates acting on the recom- 
mendation of the Tariff Board the necessary legislation should he 
introduced with ns little loss of time as possible. 

304. We realise that the publicity which we contemplate carries 
n of Wc certain disadvantages. It has been 

jiicwrion' '‘propped the practice in India hitherto to presen’e the 

b*»fo!ded cannot utmost sccrccy in regard to contemplated 

changes In the tariff rates, and the advant- 
ages of this course arc obvious. As soon as the probability of a 
change in the rate of duty becomes known, traders will take steps 
to safeguard their own interests. If It is anticipated tlint the 
rate of duty will be raised, importers will try to bring in large 
quantities of the commodity before the heavier duly is imposed. 
In the case of an ordinary revenue duty the effect of this is merely 
to diminish the Government revenue. In the case of a protective 
duty, however, the effect of large aecumnlations of imports just 
before the imposition of the protective duty is to handicap tem- 
porarily the industry which it has been decided to protect, and to 
postpone for a period, until tlic accumulated imports have been 
disposed of, the full advantages of the designed protection. We do 
not think, however, it is possible to avoid this disadvantage, and it 
is one which is faced generally in protectionist countries. Any 
general revision of duties in protectionist countries is preceded by 
a long public discussion, and we are clearly of opinion that it is 
impossible to avoid in India such public discussions of changes in 
the tariff contemplated for purposes of protection. It is in our 
view far more important to ensure that the change when it takes 
place should be in the interests of the eountn*, than to pro^ide that 
it should be carried out without any previous knowledge by tha 
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305. We have indicated in the course of our report a nnmher of 
Fonctioni of tlie Tariff functions wliich Tvc consider should be. 

Baud. entrusted to the Tariff Board. We do not 

think it necessary to make any definite recommendation as to Tvhich, 
if any, of these functions should be performed by the Board on its 
own initiative and which only on the instructions of the Government. 

306. The ordinary functions which we suggest should devolve 
upon the Board arc as follows : — 

(1) To investigate the claims of particular indnstries to pro- 

tection, and, if satisfied that protection is required, to 
recommend the rate of protective duty, or any alternative 
measures of assistance such as the grant of bounties. 

(2) To watch the effect of protcctvvo duties or other measures 

of assistance on industries ; to review periodically the 
results of such protection on each industry, and to make, 
recommendations when necessary for the modification or 
withdrawal of protection. 

(3) To investigate the relations between the rates of. duty on 

raw materials, partly finished products and finished pro- 
ducts } to make recommendations for adjustments in these 
rates, and to suggest solutions for conflicts of interest 
between different industries. 

(4) To report wliich industries need assistance on the ground 

that they arc essential for purposes of national defence, 
and in wdiat manner such ^ assistance can most con- 
veniently be given. 

(5) To enquire into allegations that dumping is taking place to 

the detriment of any Indian industry, or that any Indian 
indnslrj' is being injured by competition resulting from 
the depreciated exchange ©f any foreign country or from 
export l)otmtic.s, and to make recommendations for any 
action necessarj'. 

(C) To consider the effects of excise duties on Indian industries. 

(7) To report on what commodities revenue export duties can 

safely be levied and at what rates. 

(8) To consider the effects of flfl rnforem and specific duties and 

tariff valuations on various articles, and to make recom- 
mendations for any changes that may be desirable. 

(9) To consider to wliich articles preferential rates of import 

duty in favour of the United Kingdom might be extended 
and vhat the prefcrciilial rates should be. 
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(10) To report on proposal* for pteferestiil irith 

any of the British Dominions or Colonies. 

(11) To investigate qncstions in connection vrith the treatment 

o! Indian products by foreign countries and the advis- 
ability of taking any retaliatory action in special cases. 

(12) To investigate any complaints regarding conhinatioas of 

manufacturers to the detriment of the Indian consujncr 
and to make recommendations for any necessary action. 

(13) To Tvatch generally the effects of the tariff policy on the 
cost of living. 

(14) To study the tariff systems of other countries. 


. 307. So far as tve have been able to ascertain there arc in 

... « , . .L existence only two bodies with functions 

SitaiU* Bcoios m th« . * ... _ . 

TToited statea *aa Ao^taii#, Similar to tUosc Which wc recommend fog 
an<i Hi^ir fiwciion#. Tariff Board. The first of these bodies 

in time as in importance is the United States Tariff Commission ap- 
pointed in 1916, which consists of six members. This Commission per- 
forms generally the functions which wc would assign to the In^an 
Tariff Board, though we do not think that it plays such a definite part 
in investigating the claims of particular industries to protection and 
recommending the rates of protection, if any, required as we propose 
to assign to the Indian Tariff Board. The second body i's the Tariff 
Board of three members which Las been constituted in Australia 
within the last few montli.s. We observe that both the American and 
AustiaVian Boards have certain functions in connection with the 
administration of (he customs laws. lu the case of the United States 
Tariff Commission, for instance, one of the duties laid down is to 
investigate the administration of the customs laws. We understand 
that in Australia it is proposed to go further and to refer to the 
Board any disputes arising out of the interpretation of the customs 
tariff or the classification of articles iu the tariff. We do not think it 
desirable to assign functions of tliis nature to the Indian Tariff Board. 
Wc would prefer to have it kept free of all administrative dutica» It 
should, in our opinion, be purely an investigating and advisory body, 
and should neither adjudicate in customs disputes nor be in any way 
responsible for the administration of the customs laws. We observe 
that the United States Tariff Commission has power to investigate 
preferential tr.insportation rates. We have, however, given it as our 
opinion in an earlier part of this report that claims for preferential 
railway rates which may be made by industries should not be 
examined by the Tariff Board. 
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308, Tlio question of the composition of the Tariff Board is ono 

Con,p»iUo» ot ^ 

Board. plained, the United States Tariff Commis- 

, (0 nambor. consists of SIX members and the 

Australian Tariff Board of three. Wc arc of opinion that, in view 
of the very important functions which wc have laid down above, the 
Tariff Board wliicb we contemplate should certainly not have less 
than three members. 

, 309. The members of the United States Tariff Commission appear 

to be men of wide general attainments. The 
(»0 qna i ca lona. Chairman was the distinguished econo* 

mist, Professor Taussig. The present Chairman is also a well known 
professor of political economy. The other members appear to be 
for the most part men who have distinguished themselves in law or 
in politics. The Australian Tariff Board, on the other hand, ia consti- 
tuted on different principles. The Chairman is the Deputy Comp- 
troller of Customs, and of the two members one is connected witli 
various industrial companies and the other has commercial interests. 
It is stated that the Chairman will represent the intercats of the 
Government and the consumers, and the two members will rcprc.scnt 
the interests respectively of the manufacturers and of the importers. 
VTc have no hesitation in declaring that a Board representing defi- 
nite interests is entirely unsuitable to the functions which wo con- 
template for the Indian Tarifi Board, Tlie various interests, 
whether of manufacturers or trndcis or ennsumeis, will liavc the 
oiiportmnty «if plaein;: lludr sneend mow-. Iiel'iii-v llie Tariff Board 
during its enquiries, .and wdl further have the chance of pressing 
their claims in tin* Legislaturo before a final decision is taken. 
,Wiat is required from the TarliV Jtoard is a perfectly iiiip.irtial 
consideration and review of the various interests, and wc therefore 
think it essential that tlic Board should not he eonslitutod in any 
way to represent the inferest.s which will apjieal to it for judgment. 
The principle should be accepted that the best men available are to 
be engaged, selection depending lather on general jjualHications than 
on spcci.ilised or expei t knowledge. It is esseiiti.il that all the iiieiu- 
bers should be men of ability, of iulegrity and of iiiipailiality, 
and other desirable qunlilie.itions arc a knowledge <if economics and 
n practical acquaintance with business affairs. Wc arc aw’nrc that 
wc arc putting our ()u.sHfiealio:is higJi, hut we <lo so tielitieralely, as 
we feel that on the degree of efficiency attained by the Board the 
6ucce^s of the policy which we ndi’ocatc in thi.s report lyill largely 



tnT. TWITT tOAr.D 


171 


tlepcncl. The «ost 'will iintlonhtcdly he high', hnt thw amply 
justified by the importance ot the task assigned to the members. 
The actual scale ol remuneration will not be easy to decide, but in 
view of the vcspoubibilitics that they will have to carrj’, and of the 
difficulty of securing men of the type required, it appears to us that 
no scale lower than that at present in force for Judges of High 
Courts in India would meet the case. It must be remembered in this 
connection that the Board will have to make recommendations the 
effects of which can .only be counted in crores of rupees, and it is 
in relation to such figures as these that their remuneration must be 
considered. Tlie Board will have to be provided with an adequate 
and competent offioc staff, but we do not anticipate that a highly 
paid Secretary will be required, if the Members of the Board 
possess the qualifications which we have recommended. 
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CHAPTER XVni. 
Conclusion. 


810. "Wc have come to the end of the taslc laid upon us, but 
„ , V , before concluding we pause for a moment to 

tween tho* inierca^a^of” India glance at tliG Wider problem of the relations 
and of Britain. between TiuVia and Britain. IVe are aware 

that the feeling for free trade in the United Kingdom is .strong, and 
that our pronouncement in favour of a system of protection for India 
will seem to many mistaken. Wo would n.sk tliem to remember 
that the best policy for one country is not necessarily tlic best policy 
for another, and that what we have recommended for India has 
been rccominondod tiftcr a voi-y carofnl consideration of her spe- 
cial oircumstanccs. Wo arc fiutbcr auarc that to many it will 
seem that tlie poHi'y which wo advocate for India imist ho detri- 
mental to British interests. Wc do not howevet believe that 
there is any such essential conflict of material interests between the 
two countries. Increased prosperity in India must mean increased 
demand for British mnnufactuics. India for many years to come 
is likely to coneenti'atc on the simpler forms of manufactured goods, 
and these are precisely those in wdilch the United Kingdom lias the 
smallest interest. Tlie industrial history of the United Kingdom, 
as we sec it, cxhibit.s a constant progress to the more clnhorato and 
finished manufactures, ns other nations, industrially less advanced, 
succeed in making for themselves the less clnhorato forms. The 
compnFativc advantage of the United Kingdom lies undoubtedly 
in her ability to produce high class and well finished goods, and in 
tliis direction wo believe that India will prove a customer with ever 
increasing wants. The standard of living in India at present is 
low. The poverty of the people confines them to the satisfaction 
of the most elementary wants. Growing prosperity will bring 
a wider range of noed.s, and these will inevitably be translated into 
a more extensive demand for British goods. 

311. Bven in the case of the cotton trade, where British mnnu- 
Vi't rr« In th» foUoa fflcturcrs havo been particularly appro- 
hensive of the results of Indian competition, 
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■we t^eve tbat •the conflict of interests is n-Qch smaller than is 'csnal- 
ly supposed. The Indian cotton nulls hs've great natural advantages 
for the production of the lower counts of yam and the coarser quali- 
ties of piece-goods, hut in the finer qualities the advantage rests witK 
Lancashire. Both countries recognise wherein their comparative 
advantage lies, and as a result the actual area of competition between 
the Indian and the Lancashire mills is, and for 50 years has been, 
comparatively small. In 1876 the Government of India estimated 
that only 4 l^yhs worth of imported goods were in competition with 
Indian goods, as against 77 lakhs worth which did not compete. In 
1894 Sir James XVestland after a detailed enquiry estimated that 
the competition between British and Indian cotton goods was con- 
fined to G per cent, of the Indian manufactures. His 5Ia5^‘5ty’s 
Senior Trade Commissioner in India and Ceylon in his latest report 
estimates on the basis of certain percentages worked out in India a 
few years ago that 26 per cent, of the imports of piece-goods from 
Lancashire are in competition with Indian goods, but he adds, “ My 
own impression is that this is an overestimate." The general 
belief in India is that Indian cotton goods have more to fear from 
the competition of Japan than from that of Lancashire. The 
position may perhaps ho illustrated best by the following figures 
which show that, in spite of the striking growth of the Indian cotton 
mill indtistry, British imports of cotton goods continne to increase. 
In 1878-79 there were 12,933 power looms in India ; in 1920-21 there 
were 118,400. Nevertheless the value of imports of cotton piece- 
goods •which was 1,394 lakhs in 1878-79 had risen to 8,378 lakhs in 
1920-21. And even if we take a pre-war year bo as to eliminate the 
factor of the recent rise in prices, we find that in 1913-14 the value 
of imports was 5,817 lakhs at a time when there were 96,688 power 
looms in India. We think these figures show that even in respect 
of cotton goods the increased prosperity of India, though accom- 
panied by a great estension of Indian cotton mills, has meant an 
increased demand for the products of Lancashire ; and with regard 
to the future we may quote once more His Majesty’s Senior Trade 
Commissioner in India, who ■writing in 1921 about the effect of the 
increased import duties said : “ My personal opinion is that, on 
balance, our trade with India will continue to increase. The trade 
we lose in coarse grey goods will be more than made up by increaseQ 
shipments of the finer cloths, due to the steady advance in the 
prosperity of the coxintr}*.’’ 

312. We believe therefore that the conflict of interests between 
the British and the Indian cotton trade is in. popular opinion (rreatly 
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cxa^gcrfttod, Tvliilc British mnmifactnrcrs generally stand to gain 
by the increased prosperity o£ India far more than they stand to lose 
by the development oE competing Indian industries. We arc con* 
vinced that in this matter the path of liberality is the path o£ ivisdom, 
and that a more prosperous India will mean a more prosperous 
Britain. 

313. But in any ease our duty has been to consider tbe policy 
best suited to the interests of India, and our 
louimo lopoiey justification will lie in the effects of that 
policy on India. We have tried to take a comprehensive view, to 
include within oiir survey all the interests in this ^rcat land and to 
romeinbcr that tlicro are other sources of wealth to a country besides 
induslrios But licaring in mind the undeveloped potentialities of 
India we hn^ e roeommended a policy which we believe will stimulate 
her devolopmont not in one direction only, but in all, and wiU prove 
to be of lasting advantage to the country as a whole. 
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MINUTE OF DISSENT. 

CHAPTER I. 

The reasons which have moved us to write a dissenting minute 
may be stated in a few words : 

(fl) The main recommendation has been hedged in by con- 
ditions and provisos which are calculated to impair 
its utility, 

(b) In places, the language employed is half-hearted and 

apologetic. 

(c) '\Vc arc unable to agree with the views of our colleagues 

on Excise, Foreign Capital, Impcrinl Preference and 
the constitution of the TantT Board. 

2. Oiu lirst ohjoction is to ilu* .st.itomeni in llu- Report that 
“ we recommend a iiolicy of proicclioii to be iii)|died with dis- 
elimination along the hues of the Report Vo ft)nimlate a policy 
in those words is open to objection because 

(i) In the first place, it inixes up polie\ with proeediirc. 

(ji) 111 the second pl.iec, by emphasising the method of 
carrying out the policy, the vital issue of the prohlem 
is obscured- 

(til) In the third place, it ignores the fiu-t that every 
eoiu’try applies proicciton with disci nmnution suited 
to its own conditions. 

(I’y) Fourthly, in our opinion, the outlook of our colleagues 
is different from ours. We do not. therefore, feel 
justified in subscribing to the mcw tliat Protection 
should be applied uith diicnmui.Uion •* along the 
lines of the Report.” 

In our opmiun, tlicie should be .an uiuiu-diiied piuiiuimceiuvul tli.it 
the fiscal policy iK'st suited for India is Protection. 

3. The manifold .advantages which a p'dicv of intense indus- 
trialisation will secure to India .arc undi'-pui-sl and our unanimous 
conclusioti is embodied in paragraph 31 which may be quoted here : 
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“ ‘VTc have considered generally the advantages and the 
possible disadvantages winch would attach to a considerable 
development of Indian industries. We have no hesitation in 
holding that such a development would be very much to the 
advantage of the country as a whole, creating new sources 
of wealth, encouraging the accumulation of 'capital, enlarging 
the public revenues, jmoviding more profitable emploj-mciit 
for labour, reducing the excessive dependence of the country 
on the unstable profits of agriculture, and finally stimulating 
the national life and developing the national character.” 

4. Wc would, however, place before the country the goal lo 
be aimed at, namely, that India should attain a position of one 
of the foremost industrial nations in tlic world, that instead of 
being a large importer of manufactured goods and c.vportcr mainly 
of raw materials, she should so develop licr industries as to enable 
her within a reasonable period of time, in addition to supplying 
her own needs, to export her surplus manufactured goods. 
With the natural advantage* which India possesses it is by no 
means difllcuU to reach this goal at ’an early date. India has 
an abundant supply of raw materials, a plentiful supply of labour, 
adequate capital and a large home market. AU the requisites for 
industrial growth and dc^clopment arc tlms jircsent much more 
so than in many countries which have, without such advantages, 
attained a commamling p«»sition In iho industrial woihl. Tbcia' 
appears to he no reasmi uhy ItHii.i should not rc.udi a M’mllar, 
if not a higher, position. This go.nl can only he reached by a 
wholf-licartcd co-operation of the State and of the people.’ 
As pointed out in paragraph 5S of the Keport, the tnrifi sy.stems 
prevailing generally throughout the world arc based on the 
principle of protection. The State and the people co-operate and 
the result is great economic prosperity. Until recently, the Govern- 
ment of India were unable to frame a tariff policy which would 
have been in the best interests of India. That position has now 
changed. In tlie first chapter of the Ilc])ort it has been pointed 
out how India has now attained fiscal autonomy. The Govern- 
ment of India is, tlicrcfore, fice to adopt, in co-operation with the 
Indian Lcpislalurc, such measures ns may appear to them necessary 
for promoting the industrial development of India aiul the con- 
sequent economic prosperity of (his country. The appointment 
of this Commission is the r«*Milt of such freedom conceded to the 
Go^ eminent of India under the Keform Scheme. 
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5. ^Vc arc uimuimous in recommending* tliat n iiolicy of j>ro- 
tcction should be adopted. Our disaj'rccinciit arises from the 
fact that the policy of protection recommended by our col!cn"ueH 
is qualified by the words “ to be applied with discrimination nlonf* 
the lines of the Report.” We do not know of any other country 
in the world, including the British Dominions, whieli have so 
qualified the policy of protection. While it is jicrfcclly relevant 
for the CommiKsion to indicate the lines on which protCclion may 
be worked in the initial stages, the recomiucnclntion of the policy 
should be clear and unequivocal. While our colleagues recommend 
” a policy of protection to be applied with discrimination along 
the lines of the Report,” onr recommendation is that a “ policy 
of protection ” should be adopted in the best interests of India. 
This policy has not only the unanimous support of the people 
of India, but is on tbe same lines as it prevails in all other pro- 
tectionist countries of the world. j 

6. While wo agree that the policy of protection should be 
applied with discrimination, we do not think that any qualifica- 
tions or limitations should be made a condition precedent to its 
adoption. We recognise that in the efforts to attain a prominent 
position in the industrial world, India will have to pay a price. 
The economic well-being of India which we aim iit' in the tariff 
policy which we recommend cannot be obtained without making 
a sacrifice. It is for thU ica<»n that ue agree that the policy 
should be applied with discrimination. The discrimination witli 
which we agree is intended to minimise such sacrifice ns far as 
possible consistently with reaching the goal which we are putting 
before the country. We do not subscribe to the condition that 
such discrimination should be “ along the lines of the Report.” 
The conditions laid down in Chapter VII appear to us to ho 
stringent, and wiU entail considerable delay in giving effect to 
the policy which we have unanimously, recommended and will not 
produce adequate results. W^e sliarc the concern shown in the 
Report for the interests of the consumers, and we agree that the 
policy should be applied m sncli a manner as to reduce the burden 
on tbe consumer to the minimum necessary for the purpose of 
carrying out the object in view. In the present economic con- 
dition of India, limitations in the interest of the consumers are 
necessary, but we anticipate that if immediate cfTect is given to 
the policy we recommend, India will begin to grow economically 
prosperous withfn a reasonable period of time. It is, therefore, 
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necessary to make it clear that while the policy of protection 
should endure till the goal is reached, discrimination must vary 
according to the circumstances for the time being and should not 
be applied rigidly along the lines indicated in the Report. We 
may point out here that while ‘we want India to rise to a 
commanding position iu the matter of her industrial development 
under the policy of protection, our colleagues anticipate as a 
result of the qualified policy which they recommend that “ India 
for many years to come is likely to concentrate on the simpler 
forms of manufactured goods” (paragraph 310). A jinlicy uhieh 
is likely only to lead to this result for many years to come is not 
and cannot be acecptahlc to the people of India, In all protec- 
tionist countries, the Government and the Legislature as repre- 
senting the people regulate the application of the policy of pro- 
tection in a manner most suitable to local conditions and circum- 
stances, and there appears to us no reason why the discretion of 
the Government of India and the Indian Legislature should ho 
fettered in any way. The records llie Provincial and Central 
Legislatures eonelusi\ cly show that non-oflieiiil members' Iinvo 
sied with one another in pressing on the attention of Government 
the interests of the musses. We can, therefore, eonUdently leave 
the inteicsts of the consumers in the liaiids of the non-unieial 
jnemhera of the Indian Legislature who are representative of large 
and varied interests. We would, therefore, recommend that tiic~ 
application of the policy of protection should be regulated from 
time to time by such discrimination ns may be considered necessary 
by the Government of India and the Indian Legislature. 

7. While recognising the necessity of caution in the applica- 
tion of the principle of protection in the interests of the masses, 
we do not think it would be right to hedge the policy iu such a 
manner as to lead to inadequate results. We may, therefore, 
emphasise the fact that we desire immediate effect to he given 
to the policy recomraended by us iu order to achieve the object 
in view ns early ns possible. India's dependence upon ngricullure 
has found her iti serious economic dinicultics. Through the 
operation of world causes, the cost of living has enormously 
inerensed during recent timc.s and there is n great amount of misery 
prevailing in the land. The revenue needs of the country Imvo 
enormously increased and taxation has been raised to an unbear- 
able level. It is, therefore, csaentinUy nccessarj'' that immediate 
steps should be taken to adopt an intense policy of indiistrialisa- 
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tion to eniUTC the creation ot new umircc^ o£ ^venlth, cncowriirfe- 
ment for the occiimnlntion of new capital, enlargement of piiWic 
icvcmips and providing more profitable employment for labour. 

8a We regret that our colleagues hbould have thought it neces- 
sary to justify the fiscal policy hitherto puuued ; there is consider- 
able difference ot opinion as to its wisdom or suitability. We are not 
therefore, pre[)aied to accept that portion of the lleport dealing with 
the subject. We vonld, liowevcr, point out that nil the noocssary 
requisites for iiuUistrialisation have existed in India for a long time 
and if a policy of protection had been adopted, say at least'a gene- 
ration ago, if the same freedom to regulate her fiscal policy had been 
conceded to India as was conceded to the Self-Governing Dominions, 
India uoulcl liave made by this time great progress in the direction 
of industrii'hsation and would not have been found in the state of 
economic bjelcu'iirdncss m which we now find her. 

0. Tfic Ii.dustrial Continlssioii has placed on record the policy 
pursued in India in the following words : 

“ Tlic comniereial instincts of the 12ast India Company had 
from its earliest days in this countiy led it to make various 
attempts to impiovc those Indian industries from which its export 
trade was largely draun, as for example, by organising and 
financing the lyauufacturc of cotton and silk piece-goods and 
silk yavti, althoiigli this policy met witli opposition from vested 
interests in England, vluch were at one time sufficiently power- 
ful to insist that it should be suspended and that the Company 
should instead concentrate on the export from India of the raw 
material necessar.v for inamifactures in England. The effect of 
this traditional policy coiitiiiuiMl for some time afterthe Company 
had ceased to be a trading body and even after it had been 
replacf’d by the direct rule of the Crown, and doubtless moulded 
such subsequent efforts as were made in the same direction by 
Go\ernment. Rut as laissez-faire \5cws gradually gained in- 
* creasing iieceptnncc both lu England and in India, these 
spasmodic efforts became less frequent and the first effort at a 
general policy of industrial dc>clopineul tooh only two forms — 
a very imperfect piovisioii of tecluueal and industrial education, 
and the toDeelion and dUsemiiiatiou of commercial and industrial 
information.’' 

10. As admitted m the Rtport, m view of her past achievements 
Inaia'.s capacitj to be an industrial country cannot be douLte«l 
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Tlic Induslrinl Conimksion found Hint “ tlie imlustrinl system is 
unevenly n»ul in most eases innilequatelj* developed and the eapitnlists 
of the country ^vlth n fc^v notable exceptions have till now left to 
other countri''s the woik of and the profit fioin manufnetuvin" her 
valuable raw niateiials or lia\o allqncd theiii to lemain unutifircd." 
If the Industrial Commission had not been debaried from consider- 
ing' the question of Indian fiscal policy, we icnturc to think that 
they would lia\o come to the same conclusion ns is hclil by the people 
of India that this result was due to the policy of free trade imposed 
upon India. If n policy duo to 

“ vested interests in Knprlnnd nliicli nere at one time 

frufliciently ponciful to insM that the (East India) 

Company should concentrate on tlie export of raw materials 
neccs.sary for mniuifaeliircs in England ” (Indnstiial Commis- 
Mou Eeport,. 

bad not been adopted, the Indian aiiizans, whose skill was recog- 
nised throughout the norld. could have easily adapted themselves 
to conditions pioduced by the advent ot m>ic)iincry, and the economic 
history of India would liavc been ditTercntly wutten. We hclievo 
that the iiulustiial backnardiies.s of India is in no way due to any 
inherent deri'c*t> anulng^t the jicoplc of India but that it was artifi- 
cially created by a continuous proce.ss of .stifling, by means of a forced 
tarifT policy, the inlwrii industrial genius of life people. In para- 
graph j“7, ilniihts have been cast on the view of the Indian people 
that India was ti eountrj* of great wealth wliieh attracted foreign 
invasions and drew’ to its shores ndventnrniis spirit.s from European 
countries. We would fain liavc left the past alone ns no useful 
imrpose c.sn be served by raking up liistorienl facts wbicli can liave 
no direct bearing on the tarifT policy ^^hieh js best suited to tbc 
conditions of India. Wc an*, liowexer, csinstraineil to refer to tbc 
position in view of Hie n’lnarks xxhich our eollengncs liavc considered 
it necessnrjk to make for arriving at n eoncbision on the .suliject. 
Tbc works of ‘•iiiment writer.i such as Meadows Taylor, liOeky, Homesh 
Chandra Ibitl. Wilson and rrofess<»rs Hamilton and Jadnimth 
{sircar show bow great India s t.’conoiiiic and industrial position was 
in the past. A few extracts from these authors will be found in the 
Appendix. 
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CHAPTER II. 

Exciee Policy. 

11. lYe mnst record our di'aent from l!ie policy recommended 
by our colleagues in regard to excise duties. It may be pointed otit 
that towards the close of the Middle Ages internal duties formed 
a substantial part of levenne resources ; but even in those days, 
they weie regarded ns an obnoxious method of taxation. The more 
enlightened poliej of the modern age has gradually swept away 
all internal duties which hampered trade nud industry and excise 
on all articles excepting those which arc injurious to pnhlic health 
and on a few luxuries. Our colleagues have in paragraph 14^1 
referred to the excise policy of various countries from which it is 
evident that in most civilized countries such duties arc restricted 
to alcohol and tob.icco. They slate : — 

“ In the ihiti^h Colonics and the United Slates of America 
excise taxation has gradually been confined to these articles. 
But on the continent of Europe many countries have applied 
the excise system to other commodities, such as sugar and 
salt, while Fiance employs not only a comparatively wide range 
of excise duties, but also a system of State monopolies under 
which the whole profits from the manufacture of excisable 
articles, such as tobacco and matches, are secured to the State. 
In Egypt nfl»r the catablishmciit of two cotton mills in 1901 
the Government subjected their product to a consumption tax 
ot 8 per cent, as corapeusaliou for the loss of customs revenue. 
In .Tapaii cotton cloth is subject to a consumption tax which 
comprises both an excise duty on home production and a sur- 
charge on the customs duty on the imported articles. A rebate 
is allowed if the cloth is exported. Japan also levies a con- 
sumption tax ca kerosene and an' excise duty on sugar.” 

1*’ \Vc will slrtc at once that m our Mew excise duties should 
be restricted to such articles as alcohol and tobacco which are 
regarded ns injurious to public health or to public morality and 
the consumption of which it is desirable to check and to a few 
luxuries This is the policy which is at present adopted by the 
United States of America and the British Colonies. It has the 
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support of Professor Plelm who nrgtics tlmt excise is n jiistifinble 
source of revenue when it is levied on articles such as wines, 
tobacco, etc., wliose consumption it is desirable to cheek in .the 
interests of the community and that if more revenue is required 
it may be juslinablc to impose excise on articles of luxury produced 
in the country. 

IJi. As regards the instances of European countries quoted bj* 
our eollengnes, ri’, excise i»n sugar and salt, it may be ])£)infed out 
lliat sugar may well be regarded as a luxury and the questiou of duty 
on salt wliicli India also levies has led to considerable differences 
of opinion and cannot, therefore, be regarded as a precedent for 
a general e.\cjse policy. The case of Prance and Japan is different. 
France has adopted a policy of State Monopolies under which the 
whole prolit from the iiianufactiire of aiticles is secured 
to the State. A i.olicy of this kind which a State works as a mono- 
poly cannot be reimi-deil as a guide for a correct policy on excise 
matters. The cfnisumption tax on cloth manufactured in Japan 
cannot he held to pro\ ide .uiy preiedeiit for tlie purpose of a similar 
jtolicy ill India. 'I his fax is levied in Japan with the specific object 
of encouraging the export of cloth and to economise homo con- 
sumption. .Snell a policy may be justifiable in Japan because she 
has de\Lloped Iier indn-'tries under n system of liigh jirotcction 
and is able to mai.uCa"tu»e for tlic purposes of export. This con- 
dition docs not aj pl.i to Tn<ba which is hardly able to supply 50 
per cent, of licr ou'n requirements. We have dealt with the e.xcise 
duty on sugar winch we regard ns coming within the category of 
luxurj*. Wc arc not aware of the fact.< in reg.ird to the excise duty 
levied hy Japan oi. l.eroscne, hut one instance in one country can- 
not juctifj’ the la.iing down of an excise policy for India. TJie 
best principle to fidlnw appears to be that of the Ilritish Dominions 
and this supports the view wc are recommending. The only other 
case wliieh rcmaiii'^ to bo dealt with is that of Egyiit. It is stated 
that “ in Egypt after the establishment of two cotton mills in 1001 
till' (Jo\eriiim*iit Mibjcclcd their product to a consuniption tax of 
8 per cent, as compensation# for the loss of customs revenue.” 
Wc wish our cnlleagiu's Jiad not quoted the ease of Egypt. In 
view of the political control xvliicli England exercised over Egypt 
and the hi^lll^y of cotton excise duty in India embodied in Chap- 
ter 10 of tin* llcport, the conclusion appc.ars irresistihlc that the 
exci‘>'* »!ut> on cotton piece-goods in Egypt was dim more to 
I.anea'>tiir»* mlluenee than to any idea of oompeiisalion for the loss 
of customs revenue. 
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14. Our colleagues rceommend the huposition oC excise dtUics 
on certuin principles noted in paragraph 151 o£ the Keport. The 
reasons why we do not grcc with them liave been stated. IVc may 
emphasise the fact that excise duties hamper industries and lead 
to undue intertcronce with local manufacture, and it is for tliis, 
amongst other reasons, that excise duties arc restricted m almost 
all civilucd countries to the articles the consumption of which [it 
is necessary to cheek in the piihlic interest and to a few luxuries. 

15. IVe may point out that during the period of the war every 
belligerent country was liard pressed to obtain revenue from every 
possible source. In spile of such over-powering needs for revenue 
to carry on the war, none of them resorted to excise duties of the 
kind which our colleagues have recommended as a general policy 
to he adopted in India. An effort is made to meet this 
point in paragraph 14G of the Report, but we do not regard it 
as in any way convincing. The United States of America has gone 
dry and still no excise duties of the kind recommended have been 
imposed. ISven if a large poition of the people of India abstains 
from indulging in intoxicating diinks, as is implied in the state* 
meiit in tiic report “ we ha\e pointed out above that the British 
Treasury is able to tax the general population by means of heavy 
excise duties op alcohol, and that this excise does not have the 
same wide incidence in India,” it can liaidly bo regarded as any 
reason for imposing excise duties on the lines recommended. It 
cannot he contended that the needs of the Indian e.xchequcr can 
possibly compare with the needs of the belligerent countries during 
the war, and it must be obvious that when none of them resorted 
to this form of tax.ition, it cannot be justified in India as a general 
policy. In this coanectiou, we would invite attention to the ease 
of Engl.iud herself. England raised rcMmue several times larger 
than the amount she collected before the uar. She imposed a duty 
of 33| per cent, on imported motor cars but did not put any counter- 
vailing excise duty on locally manufactured cars. England lias 
been a free trade country and the prmcipleb of that policy coupled 
with the over-powering needs for revenue would have justified the 
impositiim of countervailing excise dutic.s on locally manufactured 
cars. The fact, however, remains that she did not put an> excise 
duty on cars manufactured in England. This instance alone is, 
in our opinion, sufiiciciitly conclusUe to show that the excLse policy 
recommended by our colleagues lu regard to local manufactures 
cannot be justified. 
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]G. "We sliftrc with our colleagues the concern for t!ie intcrcsis 
of the consumers in regard to the application of a policy of protec- 
tion. We Khould like, howover, to ask how this concern is consistent 
with the excise policy wliicli they have rccomineiulecl. They pro- 
pose that — 

“ wlien an industry requires protection, any further 
necessary taxation on its products may, if other conditions 
arc fulfilled, take the form of an excise duty an additional 
import duty. Tlie latter should fully countervail the former 
and may be pitched at a little higher rate.” 

One of the conditions referred to is that “ excise duties should 
ordinarily he confined to inilustrie.s uiiich are concentrated in 
large factories or small areas.” Coupled with this condition is 
tlio rcconimcndHtion in paragv.aph 170, viz., “ if, on the other liand, 
Government hold that their revenue requirements make it obligatory 
to levy taxation on cotton cloth in excess of this amount, it will be 
iicccssarj’ for them to formulate proposals in accordance with the 
principles we have explained, and to lay these proposals before the 
Legislature.” The effect of these recommendations with regard 
to an excise duty on cotton piece-goods is ns follows 

17. Assuming that the Tariff Board decides tliat a protective 
duly of 10 per cent, is required for the textile industry and the 
revenue requirements of Government make it obligatory to levy 
excise taxation on cotton clolli to (liclcxtenl of per cent., the 
im])orl duty will liave to be raised to apj)roxiinalcly 17 i)er cent. 
The pri'’e of cloth will thus rise to a parity of 17 per cent. The 
ccoiinmic condition of India is admitted to he biich that a fargo 
part of the poipiilation is midcr-clotlicd and under-fed. It is a 
well known fact that jiriccs of cotton piece-goods liave consider- 
ably risen during recent j'cars and the effect of it on this 'article 
of necessity may be judged from the speech of our colleague, 
Sir. C. W. Rhodes in the Legislative Assembly. He pointed out 
that the average consumption of cloth in India before the war was 
18 yard'* per head, mIiiIc in 1920-21 it liad gone down to 10 yards. 
Ttie cousiiincn* in India will have to bear the necessary burden in 
the wider interests of the coiintrj*, ns a result ;of the protective 
policy which the Commission has recommended. To suggest that 
furtlier burdens should be imposed upon them by increased import 
duties for the purpose of countervailing icicisc duties is hardly 
consistent with tlie intercst.s of the consumers, many of whom have 
to be content with insufiicicnt clothing. 
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18. Oiir colleagues have referred to tlio power which the Central 
Legislature exercises under the Reforms and have stated that the 
question of cotton excise duties sliould be left to the decision of 
Government and the Legislature. "We have already recorded our 
confidence in the Central Legislature in regulating the policy of 
protection and we would have unhesitatingly accepted their recom- 
mendation if the policy of eici^ duties, ns recommended by onr 
colleagues, was sound in principle. The exercise of discretion' is 
only possible in matters which are sound in principle. "Wc have 
shown that the excise policy as recommended by oiir colleagues is 
unsound in principle, and the question of the discretion . of .the 
Legislature cannot therefore arise. As, however, the constitutional 
question has been raised by our colleagues, it is necessary to note 
what the actual position is. In all countries enjoying responsible 
government the Legislature is wholly elected and the executive 
government is responsible (o the Legislature. During the transi- 
tional period the position in India is different. .The Government is 
not responsible to the Legislature, and that body is not wholly elected. 
The budget estimates arc prepared by the Executive Government 
and important items are non-votable. Even in regard to the items 
which arc subject to the vote of the Legislature the power of rein- 
statement vests in the Governor-General. The constitution of the 
.Legislature also requires examination. There are 143 members in 
the Legislative Assembly, Assuming that every member is present — 
experience has shown that this has not been so in practice — 47 non- 
official members can with the help of the official vote out^vote 71 
non-official members. It must be obvious therefore that the result 
of a vote in the Ijogislative Assembly, unless there is a clear majority _ 
of non-official members, cannot be regarded as representing the views 
of the'eountry. If the poliey of excise duties, as recommended by 
our colleagues, was sound in principle and the vote of the non-official 
members of the Assembly had a binding effect we would have no 
hesitation in accepting the recommendation to leave the decision to ' 
such vote. "We however hold that cxci'iG duties beyond the limita- 
tions indicated by us are not wund in principle. We tliercforc 
reiterate our conclusion that excise duties in India rfionld be restrict- 
ed to alcohol, tobacco,. and such other articles, the consumption of 
vliicii it is desimblc to check in the interests of the community, and 
to a few articles of luxury. 
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* CHAPTEB in. 

Cotton Excise. 

10. Wo have nothin^j to add to the history of the cotton excise 
duties oontninod in tlio Boport, Imt we do not n"rec with the conclu- 
sion arrived nt. Our eolloajrucs provide for a possibility of excise 
duties heina levied on cotton piece goods and otlicr nrticlo.s of local 
mnnufactnro which is opposed to the policy aencrnlly adopted by tbo 
civilized world and is contrary to the conclusion which we have 
come to in rcaord to tlie aoncral policy of excise duties. 

20. The Indian point of view U conclnsively shown by the evi- 
dence of witnesses who appeared before us. It is that the people of 
India are opposed to the levy of cotton excise duties cither to counter- 
vail the import duty nr for revenue purposes. Questions were asked 
by members of the Commission as to whether they svould agree to 
the imposition of an excise duty on entlon piece goods for revenue 
purpose*^, and the answer w.as mostly an emphatic negative. The 
debates in the Tndiau TjegKlnlnres have proved beyond doubt that 
the sentiment of the people of India is opposed to this form of taxa- 
tion. It has been admitted in the report that excise duty on cotton 
piece goods is no longer fully eoimtervniling and that in spite of 
this fact ihe great majority (of witnesses) iotk Indian and 
European 7mt’c danundctj its ahotition.** 

21. We have pointed out in the previous clmpter what in our 
opiuinn should b** the jioliry in regard to excise duties and we hcHovo’ 
that correctly representa the Indian view, Wc cannot understand 
why our colleagues have recommended that — 

“ the British Government should nnnounee its intention 
of allowing the Government of India to decide the question 
in agreement with the Indian Legislature," 
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Thii» recommendation casts a doubt upon the fiscal ireedom which 
India has alreadj- attained. The recommendation made by our 
colleagues is lu contradiction o£ the history’ embodied in Chapter 1 
of the Report showing how India has now become fiscally free. Xn 
paragraph 4 of the Report, reference is made to the Despatch of the 
Secretary of State dated the 3Uth June 1921 m which ho says that 
he has accepted on behalf of Uis Majesty's Government the principle 
recommended by the Joint Committee in their Report on clause 33 
of the Government of India BilL India is, therefore, entitled to 
regulate her customs tarifis as is most suitable to herself aud it 
appears to us highly prejudicial to the interests of this country for 
a Commission like tlirn to suggest that any such announcement is neces- 
sary before action can be taken m the matter of cotton excise duties. 

22. Our colleagues piocced to i>omt out the financial difficulties' 
of the Goiernment of India. \Vc concede that such difficulties do 
exist, but It is ueccssaiy to point out that the cotton excise duty was 
not imposed lor revenue purposes, that it was levied purely to pro- 
pitiate Iiaucushiic aud tiiat the amount of revenue received has 
bubstantiaiiy iiicicased Umiug leceut years in consequence of "higher 
prices 01 piece goods as the result of war conditipm. It may bo of 
interest to note that the average annual revenue irom cotton excise 
duly lor li\e years preceding lUe war was only Rs. 48,41,100. ' In 
other paits oL ihe IJepoit,' leeoiumeiidalious have been made to abolish 
certain duties nnieh v.eie levied exjnessly lor revenue puri)Oses aud 
the loUowiug statement shows the cUeel of sueh rceommeuaations on 
the revenues of the Government ut India : 


Abolition of export duty on tea 
Abolition of import duty uu macliiuery 
Abolition of import duty on raw maleriiUs 
Abolition of import July on coal 
Abolition of import duty on hides aud skiiis 


- bO lakhs. 
.. lUj lakhs. 
.. fil lakhs. 
^ 5 lakhs. 

. C2 lakhs. 


293 


A further rccominendation 5> that semi-manufactured goods used in 
Indian industries should l>e taxed as lightly as iX)Ssible. The esti- 
mated income from articles wholly or mainly manufactured is 
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Ks. 4,77,00,000 Ashidi will, iC the iecoiiinicii(ljitinii is accepted, ho 
reduced by an aniouni Avhich can hardly be negligible. 

Various reconuiiendations have been made to grant bounties and 
hubsidics. All new industries to be established xuider a policy o£ 
protection arc recommended as a rule to this form of State assistance. 
It is further stated that “ it is of the first importauce that the deve- 
lopment of new industries should proceed ns rapidly as possible." 
It will thcrerore be uecessarj' to find ndeyuate ftmds to meet this 
liability. 

24. It •will be observed that revenue considerations have not 
deterred our colleagues from recommending the abolition and reduc- 
tion of those duties which have been specifically imposed lor revenue 
purposes nor have they prevented them from recommending pay- 
ment of bountjcs and subsidies. It is only when the question of 
iHiolishing the cotton excise duty is concerned, that their keen 
solicitude for Go\ornmciit re\enucs mamfests itself. It has already 
been pointed out that cotton excise duty is not levied for revenue 
purposes, that there is on overwhelming feeling amongst the Indian 
public to alwUsh ihi^ duty ami that the Government of India have 
already declared their intention of removing it. In the interests of 
India’s natjoiinl self-re-pect, it is in our opinion, cs.-sontial that this 
duty should bo abolished at once. Our colleagues point out that the 
abolition of this duty will oi»cn up the question of maintaining Iho 
iiui>ort duty on cotton piece goods at 11 per ectit. They quote tlic 
ojiinioub of two or three Mill Owucnj that the protective duly of 
7i per cent, is siinieicut, ignoring the views of the bulk of the cotton 
manufacturers who ai>pcnrcJ before the Commission. We venture to 
l>oint out that' the Commission cannot accept any views of this kind 
to base their recommendations on. It lias been nnaniniously decided 
that the Commission U not m n posUioix to dcletmluc what amount of 
jirotcelivc duty is necessirj* in regurtl to any article and the duty of 
enquiring into and making rccoinmcmlations on the subject has been 
left to the TarilT Hoard. The whole case for excise duties has been 
based on the revenue requirements of the Government of India. 
It appears to ns that the ical remedy to put Imperial finance on a 
Kound basis is to take immediate measures to fill the reservoir of 
India's national ■wealth from which State revenue c.an be easily 
drawn. The best way to replcmsh the reservoir is to stimulate 
industrial development by a i>olicy of protection. We may quote in 
this connection the c.isc of the United States of Amcric.a and Japan. 
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The lollowing etetemcnt funiKhes the grimlli of Kioto tokooook jn 
those countries. 


Umtbd Statfs ot Auemci. 

JlTAK. 

Ycir. 

Duties collectftl. 

Yrsr. 1 

1 Dnrir* ftillftifil. 


iUillluDs of (lolfsrt. 


TlitiU«si (if V( ti. 

1870' 

'iol-s* 

1910 

3.JM22 

1875 

151 5 

1917 

s3:U)|9 

18S0 

1827 

I91K 

•ll‘f,95 

l-xS'j 

178-1 

1919 

0943*, 

1800 — 

; 22r.-'> 

1 Win 

7i'lU 

1895 

120 0 



1900 

229- 1 



1605 

287-1 



1910 

325-3 



1920 

skh-c 



1921 

2'GO 



• 1022 

j SiS'i'xi 


i 


Tito uhovo tlgm-cs Mpcitk for tlMOiiHoIvrfl, hi out' ojtlllitillj llililtt. 
fore, the rent remotly in to iio|irov,. Ilio oroiioiolo rotlllltlo)) (if J||(j||( 
by iivomotillB Ha imtuatlini liitvoliroiriollt mill lilil liy illl|lli>i!l||i 
excise duties ou loeid iiiumifueturoH. 

2o. TTie revenue duties— ntid II on lotlilos Is (t 

revenue duty— Inivo been imiioseit wKliont l■ofof|l|llol In llioir iiio; 
tcetivc effect nnd.BUcli duties Imvo been lovlisl In i'k||is'|Ivs of llinlr 
effect ou lociil mnnufnclurod |(oods. A duly til' 1.1 |ie|' |io|||, 

imposed on nrticlcs wliolly or nislnly 1, «ft |iiir 

on suenr nnd 80 per rent, on slllt |ileeo itoods, 'rilinmli Kllltnv imiy 
well ho reenrded us ou nrticio of luxury und on wllloll (iXoii,o dltllcs 
arc levied in some countries mid slllt iiison unods ms oI«sai(iiii| 
amonsst nrtiolca ol luxury, no oxoiso 'I'd? l» '“vied “H uuy u? Jliwo 
trticlM It is difficult to undorstniid why imr ludlesuues |is\o 
shown in view of nil these tnoU so much eonoern nhoul onllmi oritise 
duty which was admittedly imiiosed not for revsuuo puriu.aes hut 
for other well known reasons. . , . 

ofi As already iioinled out, tho llritW. tlnvarnuumt has not 
• "'s oov exeisc duty on sueh an article of luxury ns laninr 

imposed , jLj, „ dnlvasaiW tier erill, ou llielr import. 

JlThrOoleriulent of Indfu desire to laaintaiu an Import duty pf 11 
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per cent, on textiles for the same reasons as they levy import duties 
on other articles they may retain it at that figure. If they consider 
that they can reduce it to 74 per cent, or any other figure, they are 
perfectly free to do so ; but vre hold the emphatic vie\v that for 
maintaining India's self-respect it is necessarj* to abolish the cotton 
excise duty. 

27. Our colleagues subscribe to the suggestion of a clean slate. 
If that is so, then the conclusion is inevitable that the cotton excise 
duty must go. This is the unanimous sentiment of the ]>cople of 
India and should, we think, be given clTect to immediately. 
■\Vhetber anything should be written on tlie slate again after it 
has been wiped clean muj»t depend upon tlie policy of excise duties 
laid down for this country and iu regard to which we have express- 
ed our views in the previous cliaptcr. 

28. There is one aspect of the question to which special atten- 
tion should he drawn. When, in consequence of the first gift of 
£100 millions which Itulin contributed for the prosecution of the 
war, India was allo'ved to raise the import duly on cotton textiles 
to per cent. Avithout raising the excise duty on cotton picco 
goods mauufactured in India, a stoim of protest was raised by the 
Lancashire interest in I'.irHaineiit which led to much emhittermeut 
of feeling m India. j\gain, in 1921, the needs of revenue became 
insistent probably owing to the loss buslaiiicd by the policy of 
Keverse Councils and the import duty on cotton textiles was rai.sed 
to 11 jicr cent. The agitation which w.ns carried on in Kngland is 
Avcll known. The itepoit records the facLs in the following 
words : — 

•' Tlie Avhole question is permeated Avith suspicion and 
resculment ; and these feelings have been kept alive by the 
action taken by the representutiA-es of the Lancashire rotten 
industry’ in 1917, in 1921 and agaiu Avithin the last few montb.s, 
the system Avhicb their influence had for so many yeai-s imposed 
upon India. ” 

29. We should like to inA'itc attention to the political cffecta in 
India of such agitation by Lancashire representatives. It is, in 
our opinion, essentially ncccs-sarj- that cordial relations should 
subsist betAveen India and Englaiul. The imposition of cotton 
excise duties is one of the principal caus*'': of estrangement hctw’cen 
the lAvo countries. Far-sighted btatesinanship demands that this 
cause ehould he removed. Tho Indian sentimeut on the question 
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per cent, on textiles for the same reasons as they levy import duties 
on other articles they may retain it at that figure. If they consider 
that they can reduce it to per cent, or any other figure, they are 
perfectly free to do so ; but we hold the emphatic view that for 
maintaining Indio’s sclf-rcspect it is necessary to abolish the cotton 
excise duty. 

27. Our colleagues subscribe to the suggestion of a clean slate. 
If that is .so, then the conclusion is inevitable that the cotton excise 
duty must go. This is the unanimous sentiment of the people of 
India and should, we think, be given elTect to immediately. 
‘Whether anything should be written on the slate again after it 
has been wiped clean must depend upon the policy of excise duties 
laid down for this country and in regard to which we have express- 
ed our views in the previous chapter. 

28. There is one aspect of the question to which special atten- 
tion should be drawn. Wlicn, in consequence of the first gift of 
£100 millions which India contributed for the prosecution of the 
war, India was allowed to raise the import duty on cotton textiles 
to 7i per cent, without raising the excise duty on cotton piece 
goods mnuufacturcd in India, a storm of protest was raised by the 
Lancashire interest in P<iriinraciit wliich led to much embitterroont 
of feeling in India. Again, in 1021, the needs uf revenue became 
insistent probably owing to the loss sustained by the policy of 
lleverse Councils and the import duty on cotton textiles was raised 
to 11 per cent. The agitation which was carried on in England is 
uell known. The Iviqioit records the facts in the following 
words ; — 

•* Tile wliole question is iicrjiicatcd with suspicion and 
resentment ; and ilicse feelings have been kojit alive by the 
action taken by the representatives of the Ijaiicnshire cotton 
indiistr}' in 1917, in 1921 and agoin within the last few months, 
the system which their influence had for so many years imposed 
upon India. ” 

29. Wc should like to invite attention to Iho political cfTccts in 
India of such agitation by Lancashire representatives. It is, in 
our opinion, essentially necessarj' that cordial relations should 
subsist between India and England. TJic imposition of cotton 
excise duties is one of the principal cnus<‘* of estrangement between 
the two countries. Far-sighted slnlcsmaiisliip dcniniids that this 
cause should be removed. The Indian seutimeut on the question 
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Sny idea of basing it on Imperial Preference, btil urged IHe rcducHoii 
on the ground that as the Indian tea ^as consumed by the poorer 
classes, it -would be a relief to them. Mr. Lloyd George, -who was 
then the Chancellor of the Exchequer, opposed the resolution on the 
ground that it -would be construed as preference and might lead to 
retaliation by China -which -was a lai^c buyer of Lancashire goods. 
The point to -which' we wish to draw special attention is that while a 
preference of 2d. per pound was granted in 3920-21, the budget esti- 
mates for 1921-22 reduced it to 1 J d. We mention this in order to 
confirm the principle underlying Imperial Preference that the country- 
granting it has full power of initiating, granting, varying and with- 
drawing preference as it suits the interests of its own people. Such 
power India does not possess .at present. It does not enjoy the 
powers which a member of the Commonwealth possessing Dominion 
status docs. The logical conclusion, therefore, is that India cannot 
accept the principle of Imperial Preference until she’ has attained • 
responsible government, and is able to regulate her fiscal policy by 
the vote of a wholly elected legislature. 

32. The Deport summarises the present economic condition of 
India, and the conclusion arrived at is embodied in paragraph 257, 
After recording the fact that most of the witnesses expressed them- 
selves against the principle of Imperial Preference, it states that 
“ a second argument which has weighed with many witnesses is 
that preference is equivalent to the grant of a bounty to the 
British manufacturer at the expense of the Indian consumer, 
that India is poor while Britain is rich, and that it is not 
reasonable to expect the poor country to malco a gift to the rich 
one. Wc have explained that in our opinion this view of the 
question is not unreasonable, ,nnd that any general system of 
preference would undoubtedly impose an additional burden on 
the Indian consumer, which we do not think it fair that he 
should he called upon to bear. This argument might be met 
by the assertion of a second principle, namely, that Imperial 
Preference should not involve any appreciable loss to India." 
33. India cannot he called upon at present to suffer any econo- 
mic loss as she is poor and as the consumers will have to bear a cer- 
tain amount of burden in the larger interests of the country* under 
a policy of protection which wc are recommending. If this policy 
is given effect to immediately, it is likely to become fruitful within 
the next few years and the economic condition of the people will 
improve. India hy that time will have attained responsible govern- 
ment, which has been promised to her j then as a Self-Governing 

So 
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CHAPTER TV. 

Imperial Preference. 

30. We recognise fhftt Imperial Preference is a means of 
fitrengtliening the ties amongst a Commonwealth of Free Nations. 
The exchange of trade amenities, not in a spirit of bargain, but 
ns a free gift, has the effect of cementing the bond amongst free 
nations forming a Commonwealth. It may he pointed out in this 
connection that the Dominions conceded the principle of prefer- 
ence after they liad attained full responsible government ” conststeui 
with their own intcreitls and vot injurious to themselves. ” Great 
Britain followed in 1919 and “ introduced a preferential si/siem. 
She gave ficihj such piefcrences as she felt could be granted con* 
sisienthj v'ith the interests of her oivn people and the requirements 
of her own fiscal pnlicf/. " Gre.it Britain and the Dominions are 
able to regulato the policy of Imperial Preference on these lines 
hccauso they are politically and fiscally free. The principle of 
Imperial Preference implie.s the mioonlrolled power of initiating, 
granting, varying and withdrawing preference from time to time 
consistently with each conntryV interest and on lines which are 
not injurious to it.self. India must tl»cr**foro possess the same 
supremo powers as me enjoyed by the Dominions before Imperial 
Preference can become for licr n matter of practical polities. India 
lias not yet reached Dominion • status. She is in a transitional 
stage ; her Government is not responsible to her Legislature liut to 
the British Parliament. Anj’ acceptance in innctice of the prin- 
ciple of Imperial Preference would make her liable to measures of 
preference at a time wlien she Is not entitled to determine them by 
tbe vote of a wholly eleeted Legislature with her Government res- 
ponsible to such Leirislntnri* «s i-. the c«‘-e in all llie Dominions. 

31. It is an admitted fact that the Dominions have regulated pre- 
ference as it has suited them from time to time. Tiic British policy 
in regard to the grant of preference to Indian ten has been on the 
.same lines. We do not wish to enter into tbe controversy* as to 
vliether reduced import duly on Indian ten is real pirfcrcnee or not. 
In 3915, a resolution was mo\f(l in Parliament nsldng for n reduc- 
tion of import duty on Indian (ca. The mover clearly disclaimed 
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Sny idea of tasing if on Imperial Preference, bn! nfgc'd the Vednetiori 
on the groTmd that as the Indian tea -was consumed by the poorer 
classes, it svonld be a relief to them. hir. Lloyd George, -who was 
then the Chancellor of the Excheqaer, opposed the resolation on the 
grotmd that it would he constmed as preference and might lead to 
retaliation by China which was a large hnycr of Lancashire goods. 
The point to which' we wish to draw special attention is that while n 
preference of 2d. per pound was granted in 1920-21, the budget esti- 
mates for 1921-22 reduced it toll d. We mention this in order to 
confirm the principle underlying Imperial Preference that the country 
granting it has full power of initialing, granting, varying and witli- 
drawing preference as it suits the interests of its own people. Such 
power India does not possess at present. It docs not enjoy the 
powers which a memher of the Commonwealth possessing Dominion 
status docs. The logical conclusion, therefore, is that India cannot 
accept the principle of Imperial Preference until she has attained 
responsible government, and is able to regulate her fiscal policy by 
the vote of a wholly elected IcgWaturc. 


!12. The Deport summarises the present economic condition of 
India, and the conclusion arrived at is embodied in paragraph 2rj7, 
After recording the fact that mrrtt of the witnesses expressed them- 
Bclves against tlie principle of Imperial Preference, it Mates that 

“ a Fceond argument which has weighed with many witnesses is 


that preference is equivalent to the grant of a bounty to the 
British manufacturer at the expense of the Indian consumer, 
that India is poor while Britain is rich, and that it is not 
reasonable to expect (he poor country to make a gift to the rich 
one. We have explained that in our opinion this view of the 
question is not unreasonable, and that any general system of 
preference would undoubtedly impose an additional burden on 
the Indian consumer, which we do not think it fair that he 
shonld he called upon to bear. This argument might be met 
hy the assertion of a second principle, namely, that Imperial 
Preference should not involve any appreciable loss to India." 
33 India cannot be called npon at present to suffer any econo, 
mie loss as she is poor and as the consrimers rr.ll have to bear a cer- 
tain amount ot burden in the larser mierests ot the conn o’ under 
a policy ot protection which we are recomme^n-. If tins p^.ey 
is 0 ° veJ effert to immediately, it is hhely to Veome fm.tful w.thm 
he 7e"t few rears and the econom.e cond.t.on ot the people w.ll 
Ult Ulsi " : . have athsmed responsible govern- 

rnr-l.i;hhJh'^tcn";™mlsed to her; then as a Self-Ooremin. 
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Memljcr of the Commonwealth she will, wo feel condefmt, bo ready to 
ndopt ft policy of Imperial Preference. 

34. Paragraph 2oo of the Report records the fact of tho ‘ 
almost complete niiauimity ^ith which Indian witnesses 

opposed the principle of Imperial Preference.” 

One of the principal reasons for this opposition is, in our opinion, 
tho fact that India is not free, t.e., •does not enjoy Dominion stains 
in the Empire. The Hon 'hie Lain llarkishcn Lai pointed this out 
in his evidence. lie expressed liimscif in favour of the principle 
of Imperial Preference on the distinct condition that the political 
suitarbr'Inuia should be the same as that of the other partners in 
the Empire. Captain Sassoon also favoured the principle hut con* 
ditionally upon the right of India to withdraw such preferences 
when her interests required her to do so. It will be obvious that 
Indian Rcntimcnt is practically unanimous against Imperial Prefer- 
ence in view of Imlia’h prc^'Cnl political status in the Empire. The 
conclusion is therefore inevitable that this <iuestion c.an only become a 
matter of practical iiolUics when tlic promised goal of responsible 
government is reached. 

35. It may well be argued that while subscribing to the princi- 
ple of Imperial Prefcroncc our conclusion leads to the postpone- 
ment of its application to (he time when India ntlnins her full status 
in tho Commonwealth. This is practically the unanimous view of 
the people of India. "We are, however, of opinion that the Indian 
view would he fnvom.iMv inclined to accept the immediate appli- 
cation of the principle provided conditions arc created to place 
India at once on the s.smo footing ns the Self-Governing Dominions 
in this matter. It may be pointed out that in 1918 when the Govern- 
ment of India proposed a further gift of about £15 millions to Groat 
Britain for the prosecution of the war, they left the decision to the 
vote of the nnn-o(Tieinl members of the Imperial Legislative Council. 
It is therefore possible even under the political .status which India 
now enjoys to so arrange matters as to bring about in practice tho 
position which the Dominions oeenpy. \Vc will therefore recom- 
mend that the power of initiating, granting, vnn-'ing and withdraw- 
ing Imperial Preference in regard to cverj* article should vest by 
legislation or other e<iunHy etTcclivc means in the iinn-ofncinl membeps 
of tbo Tjc^islalive Assembly. They will thus be empowered by non- 
ofllcinl vote to regulate the policy of Imperial Preference with perfect 
freedom on the name lines ns tho«c enjoyed hy the ScU-Govcming 
Dominion.n. 
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30. In paragra\i\i 325 o£ tlic 'Report, it is stated 

“ wteu the country receiving the prcEercncc euppliys prac- 
tically the whole market, then the •price to the consumer will ho 
regulated by the lower rate. The bounty to the foreign manu- 
facturer will cca^e and the consumer will get the benefit of the 
lower rate.” 


In paragraph 226 it is stated that 

“ after the preference, is given, the price to the consumer for a 
time may be regulated by the higher rate of duty and the manu- 
> facturers of the favoured country •will receive, as has been 
already explained, a bonus of the' diifercnce between the two 
rates. The effect of this bonus is .to stimulate the trade of the 
manufacturers of the country receiving the preference and in 
a short time they may secure for themselves the whole market, 
driving out altogether the non-prcferreU manufacturers. The 
price to the consumer will then be regulated by the loVer or 
preferential rate of duty, and the favoured manufacturers ■will 
find tho price falls to the true competitive level. But they^have 
not thereby lost tho whole benefit of the preference. Their gain 
is represented by the additional quarter of the market which 
they have secured for themselves at the expense of the.ir.non* 
preferred rivals. Thus they benefit even .when the coi^omei^ 
has ceased to suffer.” 

37. It is contended that when tho wliolc supply arrives from the 
preferred couutiy the consumer will cease to suffer. This is contin-_ 
gent upon there being in the preferred country sufiicieiit iutcrnal** 
competition to regulate the price on a competitive basis. In dealing 
with the policy of protection attention has been drawn to the danger ' 
of a possible combinatiou of manufaclurcrs for Uiu piirpi«c of exploit- 
ing the domestic consumer. It is lurllicr sUiled (paragraph 8G) 
that a protectionist system certainly gi\cs an opportunity for' 
•nndesirable forms of combination. 


“In a free trade country no combination of monufac-, 
tuiera is able to keep the price of a commodity above tho 
world price. If all the manufacturers of a particular country 
anreed not to seU below a certain price the only effect would 
bo that their home market would ho captured hy the lorcigu 
manulacturere selling at tho world pnoo. ■ The case ol tlio 
protecUonist countries is jliHerent. Uero we have u tariff 
wall affording, when tho foreign manufacturers hare been 
partly or wholly excluded, a oertaiu latitude of price to tho 
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homo mamifncturcrs. If tlic latter do not combine, the homo 
price nill be regulated by the ordinary conditions of internal 
competition. But by means of combinations, it is possible 
for the home manufacturers to keep tlie price distinctly 
above the true competitivo level without inviting 'foreign 
competition.” 

The Beport points out various remedies to be applied in the 
event of such a CTtnbination materialising in India. Under Indian 
conditions such combinations are a remote contingency but in 
advanced countries they are far more possible. Applying this 
analogy to preferred countries the Indian consumer is likely to 
suffer heavily when by means of preference the competitive foreign 
manufacturers have been excluded and the prices arc maintained 
at a high level. The ease of the monopoly in “shipping” is 
a clear instance in point. The Indian people have to pay com- 
paratively higher rates of freight because competition has been 
eliminated aud a practical monopoly has been created. Combina- 
tions of manufacturers in India would be easily known and the 
Indian Government can devise adequate measures to counteract 
their evil effects on the consumer. When, liowevcr, competitivo 
foreign manufacturers have been eliminated and the wliolc Indian 
market becomes the monopoly of the manufacturers of a preferred 
country, the consumers may be penalised to a heavy extent and 
the Government of India m.ny be powerless to take immediate 
and effective measures to couiilcrnct the evil. Tlic remedy >vouId 
of course be to witlidraw preference, but the foreign junnufacturers 
liaving lost the important Indian inarlfct may Jiavc reduced pro- 
.ductio7i and may not find themselves in a position to re-enter the 
market to the benefit of the Indian conjumcr. There is tlicrc- 
foro clear danger in the grant of preference and the loss to the 
consumer in India may not prove to bo temporary ns stated in 
paragraph 227. 

38. In paragraph 231, attention is drawn to a possildc advnnlngo 
to India in the matter of her export trade. It i? stated that 

“ if the preferences arc important, this will tend to build 
up direct fibipping connections between the two countries, and 
ns a consequence Mill give the exiKirlenj of the country granting 
the preference i-oine advantage in the inarl.et of the country 
receiving the preference. In other mouIs if niqwrls arc 
ottr.ictcd from a p.irtleiilar coiiidry, they will be a tendency for 
. exports to be attracted to that country.” . »■ - ^ 
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Wc are uot satisfied whether ia view of tlic actoal trade between 
India and England any such advantage will accrue. There is a 
danger that such a policy may penalise the Indian producer, by 
reducing the number of buyers, competition amongst whom main, 
tains a standard of world prices for Indian produce. It may also 
he remarked that there is a very strot^ feeling amongst the Indian 
people in favour of an Indian mercantile marine. Reference has 
been made in the Report in paragraph 131 to this feeling and recently 
it found expression in the Central Legislature. Nothing should in 
our opinion be done which will have the eflfcct of retarding the 
establishment of a mercantile marine in India, or of making its 
success doubtful. 

39. We regret that our colleagues should have pleaded for 
Imperial Preference on live ground amongst others of maintainin" 
the British Nav}'. We feel that the question of naval defence of 
the Empire stands on an entirely different footing, and ought cot 
to have been brought forward in this connection. It might have the 
effect of reviving a political controversy which is best avoided at tho 
present juncture. In our opinion the question stands on Imperial 
sentiment alone and should be examined from that point of view 
The defence of the Empire depends upon various other standpoints' 
and the maintenance of the Indian army which has served the 
interests of the Empire m the various parts of the world will have 
a proumn<ed bearing on the issue. As the question has been raised 
we will content ourselves by remarking that the economic prosperity 
which uc anticipate as the result of extensile industrialisation will in 
course of time enable India to mainlam in Indian watcra a navy 
sufficient for the defence of India,' officered and manned by Indians. 
It will also prove a valuable Imperial asset. 

40. Having drawn attention lo the possibilities which a policy 

of Imperial I’rcferencc may lead to, we leave the matter with full 
confidence in the hands of the non-oflicial members of the Iiegislativo 
Assembly in lie conviction that as representatives' of tie people of 
India and fully conversant with Indian sentiment they will give 
effect to it in a manner consistent with Indian interest in all ita 
aspects. . , . 

41. Wc wish to make it perfectly dear that we have deaitVith 
the question of Imperial Preference aa between England and India 
and not as affwling tic Britisi Dominions and Colonies. We are 
unanimous in thinking that a diffcrcul policy should be adopted in 
regard to trade rclaUons with other parts of the British Empire 
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home manufacturers. If the latter do not combine, the home 
price urill be regulated by the ordinary conditions of internal 
competition. But by means of combinations, it is possible 
for the home manufacturers to keep the price distinctly 
above the true competitive level without inviting 'foreign 
competition.” 

The Report points out various remedies to be applied in the 
event of such a combination materialising in India. Under Indian 
conditions such combinations are a remote contingency but in 
advanced countries they are far more possible. Applying this 
analogy to preferred countries the Indian consumer is likely to 
suffer heavily when by means of preference the competitive foreign 
manufacturers have been excluded and the prices are maintained 
at a high level. The case of the monopoly in “ shipping ” is 
a clear instance in point. The Indian people have to pay com- 
paratively higher rates of freight because competition has been 
eliminated and a practical monopoly has been created. Combina- 
tions of manufacturers in India would be easily known and the 
Indian Government can devise adequate measures to counteract 
their evil effects on the consumer. "When, however, competitive 
foreign manufacturers have been eliminated and the whole Indian 
market becomes tbc monopoly of the manufacturers of a preferred 
country, the consumers may be penalised to a heavy extent and 
tho Government of India may be powerless to take iramedinte 
and effective measures to counteract the evil. The remedy would 
of course be to withdraw preference, but tho foreign manufacturers 
having lost the important Indian market may have reduced pro- 
•duction and may not find themselves in a position to re-enter the 
market to the benefit of the Indian coniumcr. There is there- 
fore clear danger in the grant of preference and the loss to the 
consumer in India may not prove to be temporary as stated in 
paragraph 227. 

38. In paragraph 231, attention is drawn to a possible advantage 
to India in the matter of her export trade. It i? stated that 

” if the preferences are important, this will tend to build 
up direct shipping connections between the two countries, and 
as a consequence will give the exporters of the countiy granting 
the preference some advantage in the market of the country 
receiving the preference- In other voids, if imports are 
attracted from a particular country, they will be a tendency for 
sports .to be attracted to that country.” .. r - . 
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"We are not satisfied 'wiicthcr in view ol llic nctunl trnilo boUveen 
India and England any swell advantage will accrue. There in a 
danger that such a policy may pcualiMi the Inilinn producer, by 
reducing the number ol buyers, competition amongst wliom main* 
tains a standard of world prices for Indian produce. It may also 
bo remarked that there is a very strong feeling amongst the Indian 
people in favour of an Indian mercantilo marine. Reference has 
been made in the Report in paragraph 131 to this feeling and recently 
it found expression in the Central Legislature. Notliing sJiouId in 
our opinion be done which will have the effect of retarding tlie 
establishment of a mercantile marine in India, or of makifig itij 
success doubtful. 
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Our colleagues recommend in paragraph 264 that 

“ Hitherto, in discussing the question of Imperial Prefer- 
ence T7e have confined our consideration to preferences 
granted to the mother country. With regard to other parts 
of the Empire, we would recommend a different policy. We 
suggest that to the United Kingdom . should be offered such 
pieferences as India may find she is able to offer without 
appreciable injury to herself. With regard to other parts of 
the Empire, we recommend a policy of reciprocity such as is 
already adopted by more than one Dominion for inter-Dominion 
trade relations ; that is to say, preferences should be granted 
only as the result of agreements which might prove to the mutual 
advantage of both parties. In this connection, India would 
doubtless not be unmindful of the fact that she already enjoys 
the benefit of certain concessions granted by Canada and New 
Zealand, The agreements which we contemplate would be purely 
voluntary j there would be no kind of obligation on India to 
enter into them unless her own interests appeared to demand it ; 
and it is evident that political considerations could not bg 
excluded in determining whether it was desirable for India to 
enter into an economic agreement or not.” 

In the next paragraph 265, it is stated that*: 

“ Wc think it is necessary that there should be laid down 
for India some policy of the nature outlined above in regard to 
trade relations with other parts of the Empire. We have' 
already mentioned that India receives preferences from Canada 
and New Zgaland. We underst^d that proposals for recipro- 
city were received in 1919 from one of the Dominions. We have 
been recently informed by the Canadian Government Trade 
Commissioner to India that a preference on motor cars granted 
to Canada -nould stimulate the present tendency for the well- 
known makes of American cars destined for the In^an market 
to be made in Canada and would be regarded as a graceful 
reciprocal net on the part of India. It seems probable that this 
benefit could be conferred on Canada without any appreciable 
loss to India.” 

42. We cannot agree to any trade agreements being cnteicd into 
with any Dominion which discriminates against the people of this 
country. Wc believe we arc voicing the imauimous opinion of tho 
peoiile of India >\hcn wc say that no agreements based even on 
Reciprocity lu IriJe matters bhoidd jm tmtered into with any Dominion 



\11KCTE Op DISSECT 


10 ?) 

■wWcli has on Us statntr hook any anti-Asiatic IPKislatton 'applyine 
to the Indian people. Our colleagues point out the fact that Canada 
and New J^ealand have conferred certain preferences on India To 
the Indian people their self-respect is of far more importance’than 
any economic advantage which any Dominion may choose to confer 
by means of preferential treatment. Wo may conrulently state that 
the people of Tndia would much prefer the withdrawal of such prefer- 
ence as they would not care to he economically indebted to any 
Dominion which docs not treat them as equal members of the British 
Empire having equal rights of citizenship. 

43. We are not opposed to negotiations being opened for trade 
agreements on a reciprocal basis, hnt the condition precedent must 
he the recognition of the right of Indians to equality of status. The 
first principle of Imperial solidarity must, in our opinion, he equal 
treatment of all nations forming part of the Empire. The facts ns 
regards the treatment meted out to Tndinns are too well known to 
be mentioned here. We will therefore content ourselves with re- 
cording our emphatic view which we think reflects the feeling of tho 
whole countiy that no trade agreement shonld bo ontevod into with 
any Dominion unless it agrees to treat the Indian people on a footing 
of equality and to repeal all anti-Asiatic legislation in so far ns it 
applies to the people of this country*. 

44. We will now summarise our conclusions in regard to Imperial 
Preference ; 

(i) We arc in favour of the principle of Imperial Preference 
on the distinct condition that India should in this 
matter be put on the Fame footing of freedom ns is 
, enjoyed bythc Sclf-Oovcming Donunions, and that tho 

non-oIDcial members of the IjcgMativc AsKcmhly should 
be given power by IcgMation or other equally effectivo 
means to initiate, grant, varj- and withdraw preforcnco 
as may be neccssarj' in tho interest of India in all Jt» 
aspects. 

ffi) That the condition precedent to any ngrcemenl with n 
British Dominion in trade matters on tlic b.isls of rcei.’ 
procity .should be the recognition of the ri-’hl of the 
Indian people to a etatus of comph te cqn.alhy and tho 
repeal of all nnli-AMatic Ians f«r ns t!i,>y apply to 
the people of India. 
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CHAPTER V. 

Foreign Capital. 

45. The only exception which our colleagues make in reeom- 
mending free and unconditional introduction of foreign capital 
after the policy of protection is adopted and a tariff wall is erected 
is contained in paragraph 292 which reads as follows : — 

We think, however, that Avherc Government grants any* 
thing in the nature of a monopoly or concession, where public 
money is given to a company in the form of any kind of subsidy 
or bounty, or where a license is granted to act as a public utility 
company, it is reasonable that Government should make certain 
stipulations. Wlicre the Indian Government is granting con* 
cessions or where the Indian tax-payers’ money is being 
devoted to the stimulation of an enterprise, it is reasonable 
that special stress should be laid on the Indian character of tlio 
companies thus favoured. In all such cases we think it would 
he reasonable to insist that companies enjoying such conces- 
sions should be incorporated and registered in India with 
mpee capital, that there should be a reasonable proportion of 
Indian Dircctora on the Board and reasonable facilities should 
be offered for the training of Indian apprentices at Government 
expense. ” ' t 

4G. We are unable to appreciate the distinction drawn between 
companies getting Government concessions and companies esta- 
blishing themselves behind the tariff wall erected under a policy 
of protection. We can understand such a distinction under a policy 
of free trade. The Government of India have, ns pointed out in the 
Report, laid doum the following policy under free trade 
conditions ^ - 

“ The settled policy of the Government of India is that 
no concession shoxild be given to any firms in regard to in- 
dustries in India unless such firms have a rupee capital, tinless 
such firms have a proportion, at any rate, of Indian Directors, 
and xmless such finns allow facilities for Indian apprentices to 
be trained in their works.” 
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• 47, The distinction to bo drawn on Uic question under a policy 

oE iree trade and Uiat o£ protection is obvious. In the lormcr cose 
tbe grant of concession is a favour iustifying the laying down ot 
special conditions. This was done by the Government of India. 
Under a policy of protection, the right to cstablhh an industrial 
enterprise behind the tariff wall is a concession in itself. TJicre 
is really no distinction between Government granting Bubsidics or 
bounties out of money collected by them by way of taxation and 
allowing an industry to tax the people directly by means of higher 
prices resulting from protective duties. In both cases, it is the 
people of India who have to pay the price either ns tax-payers or 
as consumers. Irrdu'»trial concerns benefit either directly from 
Government subsidies or liounties or indirectly by higlicr prices 
due to protective duties. If the imposition of conditions is justlfl ■ 
able in the one case, it is equally justifiable in.tlie otber. Our 
conclusion therefore is that every company desiring to cstablUli 
an industry after the policy ot protection has been adopted in 
India should be subjeol to the Bame conditions which arc reconimond* 
cd by our colleagues, viz., that all such companies bIiouUI ho incor- 
porated and registered in India with rupee capital, that there should 
be n reasonable proportion of Indian Directors on tlio Hoard and' 
that reasonable facUitics should be given for the training ot Indian 
apprentices. 

, 48. There are special reasons why all industrial companies 
should be incorporated and registered in India with a vupoo eapital. 
In this connection, we should like to quote Sir Frederick Nieholnon, 


He says ; — 

“ I beg to record my strong opinion that in the matter of 
Indian industries, we arc bound to consider Indian iiiterosts 
firstly, secondly, and thirdly ... I menu by firstly, that 
the iocnl raw products should be utilired, by secondly, that 
industries should be introduced, and by thirdly, that the profits 
of such industries sbonlcl remain in the country. V 


Our colleagues have stated in paragraph 29.7 that in their opinion 
" whether the inunedinte profit goes to a foreign or an Indian 
capitalist, the main and ultimate end, namely, Itie cnrlehmenl of 
the country will be nltained.” Wc may point out the fallacy 
underlying this argument. The enrichment of the country dependa. 
in the words of Sir Frederick Nicholson, upon the profits of the 
industry remaining in the country- National wealth can thus ho 
increased in a shorter period of time than hy the taking away i.f 
industrial profit to foreign countries. 



ao2 . 


WIWUTB OP DISSENT 


'A2. It appears to os that there is some confusion in the treaf- 
ment of considerations relating to capital contained in the Eeport. 
Loan capital and ordinary capital are mixed up. It is only in 
regard to this latter form of investment that there can be room for 
difference of opinion, and the balance of advantage has to be as- 
certained. Our colleagues point out the advantages of a rapid 
development of industries as conducing to the relief of consumers. 
“We are unanimous in thinking that in the interests not only of the 
consumers but of the economic advancement of the country, it is 
essentially, necessary that industrialisation should proceed at a 
rapid pace. It is hccatise we apprehend that the progress will 
be slow that we have demurred to the stringent conditions which 
our colleagues have attached to the policy of protection and the 
qualifications with which they have circumscribed it. We will, 
therefore, state at once that we would raise no objection to foreign 
capital in India obtaining the benefit of the protective policy provid- 
ed EXiitable (:on<Iition8 are laid down to safe-guard the essential 
interests of India. 

SO. We must not be understood as subscribing to the reasoning 
adopted by our colleagues in agreeing to the introduction of 
foreign capital in India behind the tariff wall. Wo should like to 
draw attention to the following extract from paragraph 280 of the 
Report z — 

“ Moreover, apart from the intrinsic benefits of increased 
supply of capital, the foreigner who brings his capital to India 
supplies India with many tliuigs of which at her present stage 
she stands greatly in need. It is on the whole the foreign 
capitalist who imports into the country the technical knowledge 
and the organisation which are needed to give an impetus to 
industrial development. It is to him that wc must look largely 
at first for the introduction of new industries and for instruc- 
tion in the economies of mass production. ” 

Wc regret that onr colleagues should have thought fit to depreciate 
the capacity of Indians in the matter of industrial enterprise. TJie 
histoiy of such industrial development as has been possible under 
free trade conditions shows that Indians have freely imported 
technical skill from abroad pending the training of Indian appren- 
tices, and Imve conclusively shown their capacity to organise and 
develop large .scale industries. The lack of capital to whicli repeat- 
ed references have been made is due more to the risks involved 
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lu eistdbliblung ucw induitrics imder £tcc trade principles than to 
actual inadequacy of capital. This was, in our opinion, clearly 
proved by the industrial activities which resulted from the indirect 
protection aiSorded by war conditions. The enormous amounts 
which the Government of India have been able to borrow in India 
for State purposes is another proof that adequate capital is available 
in India for investment in safe and sound channels ensuring a 
reasonable return. A policy of protection will give the necessary 
confidence and we hold tlic vieiv that reasonably adequate capital 
will be available under such a policy. In support of this view we 
may quote from the evidence of Mr. Shakespear of Cawnpore who 
stated that once confidence was created, by adopting a policy of pro- 
tection, the difficulty in obtaining capital would largely disappear 
It is because we desire that industrialisation should proceed very 
rapidly that we are prepared to accept the advent of foreign capital 
to accelerate the pace. 

51. We will at once proceed to state the conditions which we 
think should be laid down in regard to foreign enterprise with 
reference to manufacturing mdustries in India : 

(1) Such companies should be incorporated and registered 

in India in rupee capital. 

(2) There should bo a reasonable proportion of Indian 

Directors on the Board. 

(3) Reasonable facilities should bo offered for tbe training of 

Indian apprentices. 

52. As a matter of fact, there is no dilference of opinion as 
regards the conditions mentioned. The Government of India have 
themselves laid down these conditions under a free trade policy in 
regard to all companies which get concessions, -Our colleagues have 
also made recommendations on the same lines, if any concessions 
such as bounties and subsidies are granted. There is in our opinion 
no distinction between direct concessions and the right to establish 
industries within the tariff wall. In the one case the Government tax 
the people while in the other Government permit the’ consumers to ho 
exploited by menus of higher prices due to protccUve duties. Apart 
from these considerations, there arc in our opinion strong reasons 
why incorporation and registration in rui>ec capital should be insisted 
upon. MTicu a policy of protection is adopted, it beepmes essential 
that the Go%eruiuent of India diould lla^e in the interests of the con- 
sumers full information and complete control over industries estab- 
lished in this country. In fact, ** it is reasonable that special stress 
should be laid on the Indian character of the companies thus 
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fonncd.” The rate o£ protection has to be determined from time to 
time and it appears to us essential that in the interests of the people 
of India Government should have all the materials necessary to pro- 
tect the interests of the people. "We may be permitted to point out 
that this condition can by no means be regarded as onerous. India has 
been •working all these years under a policy of free trade. Every 
foreigner was therefore free to establish industries in India. Many 
foreign firms have availed themselves of this privilege and have 
established a large number of manufacturing industries. The pro- 
portion of companies incorporated elsewhere and working in India 
is comparatively very small and there can therefore be no hardship 
if under a policy of protection it is laid down that each company 
•which starts manufacture in India shall be incorporated and 
registered in this country. 

53. There is one aspect of the question to which attention must 
he dra^wn. If our collea^e’s recommendation is accepted it will 
he open to every foreigner to establish manufacturing industries in 
India by means of companies incorporated in their own countries 
and in their own currency. This danger did not exist under a 
policy of free trade, but it is bound to materialise when the benefit 
of protective duties becomes available. Wc may have under such 
circumstances companies incorporated ebewbere, say in America in 
dollars, in Prance in francs, in Italy in liras, in Germany in marks, 
in Japan in yens and in China in dollars, etc. It will be also possi- 
ble for these companies to obtain their whole capital in their own 
countries and thus carry away the entire profit of manufacturing 
industries established behind the tariff wall. Tho consumer will 
have paid a higher price, due to protective duties, and the entire 
manufacturing profit ivill have gone out of the country. Wc cannot 
obviously understand how under such conditions “ the main and 
ultimate end vis., the enrichment of the country -will be attained.” 
(Paragraph 293). We •would venture to assert that India cannot 
possibly be expected to adopt a policy which is likely to lead to such 
a result. 

54. Sir rrdderick Nicholson’s third condition is that the pro- 
fits of Indian industries should remain in the country. We are 
accepting for the present the imlicy of foreign capital for the rapid 
development of industries, but the safeguards of incorporation in 
India and rupee capital arc essentially necessary to provide for the 
opportunity of investment of Indian capital and the retention of 
industrial profits at least to that extent in this country. Companies 
incorporated in foreign countries and in the currency of such 
Countries wo.uld not provide such facilities for investment. Wo would 
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siicciaUy invite attention to the desirability ot drawinf; middle clam 
capital to industries. Unless the companies arc incorporated in India 
in rupee capital the opportunity for such investment will hardly 
arise. It is not reasonable to expect the people of India, specially 
the middle classes, to take the risk of cxchnnRc by investment in com- 
panies incorporated in foreign countries in their currency even if 
any such investment is possible. "We believe there will he no dif- 
ference of opinion on the point that Indian capital should have foil 
scope for investment in Indian industries and that foreign capital 
should merely supplement it to accelerate the pace and to provide the 
early relief of the burden on the consumer. We do not apprehend 
any danger of the kind indicated in the report, viz., that such a 
policy will lead to the formation of private companies. There is in 
our opinion very little likelihood of individual firms providing the 
whole capital themselves by registering private companies. If how- 
ever such a contingency arises it can only mean that the profit of 
the enterprise is expected to be so substantial that the promoters 
desire to keep tho whole of it to themselves and carry it away to their 
own countries. If such a danger materialises and foreign firms 
resort to such expedients, we think that the Government of India 
should by means of legislation or otherwiso take steps to put a stop 
to it. No foreign country should be allowed to monopolise tho pro- 
fits duo to the policy of protection in India and at the cost of the 
Indian consumers. 

55. The condition about a reasonable proportion' of Indian 
Directors is the logical outcome ot the policy laid down by tho 
Government of India and supported by our colleagues. It is true 
that joint stock companies pic placed by statute on n dcmpcratic 
basis and there is an element of racial consideration in the question. 
We may, however, point out that in actual practice the result is 
diiTcrent and that, the .Government of India have themselves con- 
sidcred it necessary to impose such a condition. 

the 

nisc , * 

apprentices and that in the interests of economic working of tho 
industries, the managing agents are inclined to train and employ 
Indians in preference to more costly foreign labour. In these cir- 
cumstances our recommendation would l*e that the Government of 
India should take power by legislation to bring alKmt the training of 
Indian apprentices in such cases as they may m their dL^cretion con- 
Eider ncccssarj-. TbU legislation fchould oppb* to all factories in 
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IiKlia ■wbctber tiiidcr Indian or foreign management. If tbc tendency 
to wbicb a reference is made in the report develops and tbc Indian 
apprentices are being trained on economic grounds there •will be no 
occasion to exercise the powers so obtained. Wo have to remember 
that the question applies to all foreign countries establishing niami* 
facturing industries in India and there may be an- occasion in the 
interests of the people of India to put into force the provisions of 
such legislation. 

57. There is an economic aspect of the employment of foreign 
skilled labour which needs attention. The Tariff Board has been 
asked to take into considcr«ation the cost of production in other 
countries and in India and to determine with other relevant factors 
the rate of protection which should be granted to a given industry. 
The cost of labour does not form an insignificant factor in the deter- 
mination of the cost of production, and consequently the rate of pro- 
tection. If foreign skilled Ijibour is employed the rate of protection 
will he higher and the consequence will be a greater loss to the con- 
sumers. In many cases it will be nc.ccssary to employ foreign 
skilled labour at the outset and the consumer will have to bear the 
necessary loss. But it is essential that such loss should bo minimised 
as early as possible. The scheme of training Indian apprentices to 
take the place of foreign skilled labour has, therefore, the douhio 
advantage of providing further avenues of employment for trained 
Indians and of minimising the loss to the consumer. 
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cnAPTER VI. 

The Tariff Board. 

58. "We are biauimous in ibmking that the many important 
fnnctions which arc required to be performed necessitate the consti- 
tution of a Tariff Board. ‘ * Tho Board must ho one which will com- 
mand the confidence of the country, and must ho nhovo suspicion of 
any subservience to particular interests." While agreeing with this 
general proposition, we think it is necessary to secure a judicial 
decision amongst the conflicting interests and to have the consumers 
represented upon it. In our view, the Board should consist of three 
luemhcrs and the Chairman should be a trained lawyer occupying 
the status of a High Court Judge. A Judge of a UigU Court hiw to 
adjudicate on important and complic.atcd problems of litigation and 
his impartiality cannot ho questioned. Wc are unanimous in think- 
ing that " it is essential that the fact that enquiry is taking place 
should be widely knowji, that all po<!slblc interests should have every 
opportunity for representing their point of view, that a formal 
enquiry should he held in public and that the Government should 
publish the results of the enquiry promptly." It will ho apparent 
that at an enquiry at which all possible interests have to ho 
evamined and a well balanced decision is to he given, tho most 
qualified person to do so .would be a man who has been IrnhitMl 
both by practice in the Courts and by cipcrienco on the Bench 
of a High Court. We would therefore recommend that the 
Chairman of the Tariff Board should he an officer possessing those 
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title referred to ns tbe Commission) wliicU slinll bo composed of 
.sis members 'wbo shall be appointed by tbo President Inj ami with 
the advice of the Senate/* 

"We think it is desirable to adopt tbe same principle for select- 
ing tbe two other members. They should be elected by tbe non- 
official members of tbe Legislative Assembly, who represent wide 
electorates throughout tbe country and may well be relied upon to 
choose 

“ men of ability, of integrity and of impartiality.” 

Tbe principle recommended by ns is similar to the one adopted by 
the United States of America. The best way of making appoint- 
ments ” by and with the*adviee” of tbe Legislature is to allow 
them to elect such members. We have recommended that the Chair- 
man should be a trained lawyer. The two other members, if our 
recommendation is adopted, will be distinguished men wbo may bo 
expected, while representing the interests of the consumers, to be 
capable of taking broad views in the larger interests of the country. 
It appears to us necessary that the Tariff Board should be so consti- 
tuted as to give general satisfaction to the people of India and should 
he able to command for their decisions the general support of the 
country. TJic interests of trade, commerce and industry should also 
have a voice in the determination of the issues submitted to it. "We 
do not think that such interests should find representation on the 
TarilT Board. The plan most suited to Indian conditions is the com- 
bination of the American and Australian models. Our rccommeda- 
tions would therefore he that : 

CO. Tlie Board should consist of three members and two asses- 
sors ; 

(i) The Chairman should be a trained la’^er who has had 
exporicnee for a reasonable time on one of the High 
Courts in India. 

(I’O The other two members should be elected Ity the non- 
official members of the Indian Legislature ; and 
(ill) Two assessors representing trade, commerce and industry 
by election by the leading Chambers and' Jfercantile 
Associations in India. 

The representatives of the Chambers and Ifercantile Associa- 
tions should scn'c ns assessors and should only be called at the di.scil*- 
tion of the Board when in their opinion the prc.scnco of such nssessora 



MlNTm: 07 BTSSEWT 


m 


^ai Vie helpiol to the Board in tlxe inYCStigation of any particnlar qucs* 
tion:" 

61. Great stress Has been laid on a continuity of policy. We do 
not think that the adoption of our Bcheme for tho constitution of the 
Board ■will in any way militate against it. The Chairman and the 
permanent staff will secure all the continuity that is 'necessary. 
While the additional advantage of the adoption of our scheme will 
be that it will command the confidence of all shades of public opinion. 
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hope this has not been done vitb the ohi<'ct of koeptntr *' India to 
concentrate her Industrie's on the TOannfflclurc of Fiinpler forms 
01 poods.” That would he no rral rcspoti®? to the unanimous \iow 
01 the Indian people *, on the other hand, it would cause tTrent dis. 
appointment in the countrs*. VTe may point otit that aUhmtt»h the 
consensm of the Indian \>ew. ns exprc'ned by the wilnoHscs wlu) 
appeared before ns, was ibc mlroduetJon of foreijrn capital 

Of lodustrial dcvelojunent in ln«lin, !m\r nureed to recommend it 
on the terms mentioned, lor the reasons advanced m Iho Ucnori, 
iw., * 

If therefore lu addni«»u’ to Jut own capital hhc is ahlo 
to attract capital from .i\»r**.ul. Jut dcv.-Iopmcnt Mill he ucceler* 
ated • * • l*i,>teetioi> ii wicnfici* on the partj 

of the consumer. Our object aliould he to make that Rncrifice 
as short as pyvsihle. Tim saeiilico is complete when the new 
industries have fully dc\«d«)ped. Therefitrc it is of llic first 
importance that the dc\cl*»i»tnfnt of iicw intlnsiries should pro* 
ceed as rapidly as possible. TJic more capital is employed in 
the development of industries, the more rapid ivilj that 
development be and therefore the shorter will he the period of 
the burden on the consumers.” 

Indian opinion ia unanimous and insistent on the subject and desires 
an intense effort at indusi**jalj 2 ation. The Indian people ex* 
pect by meins of protection and ivbole-bearted co-operation of the 
State to reach a commanding position in the industrial world within 
a reasonably short period of time. They will not ho satisfied by ;i 
policy which is lUtcly to inaUe tlicm concentratu their efforts for 
many years to come on the mamitacturc of simpler forms of goods. 
A policy which is likely to lead to this result will not appeal to tho 
people of India and the Commission would have been constituted to 
little purpose, if tiic result of Us labour .is not likely to he moro 
fruitful. 

- 64. The economic problem of India must at least now ho 
examined in a spirit of broad-minded slatesmauship. India in* 
habited by a fiflb v»t the human race can be of tremendous value, 

■’ economic and poliUcal, both toherEcU and to the Empire, if develop- 
ment proceeds on line^ best MiU*‘d to her own conditions. If in. the 
process of her attaining ber full stature, there is any risk to tho 
immediate interests of the British manufacturers, that risk must 
bo faced. IV’o think that the risk is remote, nOt because India is 
likely to concentrate ” on the wmplcr form of manufacture ” but 
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becaijise by an intense effort at indostmlization, she will grow 
rapidly prosperous and her requirements of manufactured goods 
will largely increase. The growing prosperity .which will result 
from the rapid development of indostrifis will create increased 
demand for 'manufactured articles, both’ for those which she can 
manufacture herself and those which she must import, and the 
trade relations^ between the two countries .will be put on a sound 
economic basis, mutually beneficial to both'. 

. IBRAHIM RAHIMTULIiA. 

. . ■ T. V. SESHAGIRI AYYAR. 

G. D. BIRIiA.. 

- JAMNADAS DWARKADAH, 
NAROTTAJI MORARJEB. 


5th Sepiemher 1022, 
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• • APPENDIX TO MINUTE OP DISSENT. 

Professor Hamilton points out that before the comiii" of the 
Portuguese into India, three well rceoguLsed routes, two by sea and 
one by land were mapped out bj* Indian tradcrs“for carrying on 
their export trade. The first was by sea to the Arabian- coast at 
Aden, and thence to Cairo and Alexandria ; the second was by sea lo' 
the Persian Gulf and thence by land -to AUeppo and on to the 
Levantine ports ; the third lay overland by Kandahar to the cities 
of Persia and Turkey. A flourishing trade was carried on through 
the agency of the Indian mercantile marine with Greece, Home and 
1 enice in the earlier periods and with DoUand and England later on. 


Mr, Taylor in his liiitoiy of India ba.^ ibis striking pas.sage : 

" The arrival m the iK»n oI Loudon ol Indian produce iu 
Indian built ships created a sensation among the monopolists 
vhich could not be exceeded iC a hostile fleet had appeared on 
the Thames, The slup-buildcn> of the port of London took the 
lead in raising the cry ‘'of^^alaAo. They declared that their 
business was in. danger and that the. faiiiilies.of-.aU the ship. 
Wrights in England were certain lo be reduced to starvation." 


- l■^ofc^*or Jaduuath Sircar enumerates a long list of manufac- 
tured arCia^lfor which India was famous.-*- The ilughul Emperors 
encouraged 'this production by the grant of subsidies, etc. Dacca 
muslin is particularly referred to by all writers. 


Lccky says ; * ‘ The woollen and silk manufacturers (of England), 
ere hcriouslv alarmed. Thh, led to the posbing of the Acts of Parlia- 
mcDt In'-l'OO’^ud 1721 absolutely prohibiting, with a-reryfew 
.pcciGed exceptions, the employment of printed or dyed cabcocs in 
England cither in dress or in furniture and .the use of print^ or 
4j-ed goods of which cotton fonued any part. 



APPENDIX TO mSUTE OP DISSENT 


ZU 

Jlr. Romesh Chandra Dutt says : 

“ A deliberate eadeaTonr was now made to use the political 
power obtained by the East India Company to discourage the 
manufactu'-crs in India. In their letter to Bengal dated 17th 
March 1769, the Company desired that the manufacture of raw 
silk should be encouraged in Bengal and that the manufacture 
of silk fabrics should be discouraged. They also recommended 
that the silk ^vmders should be forced to work in the Company’s 
factories and prohibited from working in their own homes.” 


The Indian point of ^iew was dearly stated by Wilson in these 
terms : 

” Had India been independent she would have retaliated, 
would have imposed prohibitive duties upon the British goods 
and would thus have preserved her o^ni productive industry 
from annihilation. This act of self-dcfcncc was not per* 
milted her. She was at the mercy of the stranger. , British 
goods were forced upon her without paying any duly and the 
foreign manufacturer employed the arm of political injustice 
to keep down and ultimately strangle the competitor with whom 
he could not have contended on equal terms. 
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List of questions for •witnesses giving written evidence for the 
Indian Fiscal Commission. 


ExrLAMATORT NOTE. 

The following questions have been framed with a view to 
indicating the main aspects of the enquiry to he undertaken by the 
Fi<:cal Commi'^sion, so far a*^ the President and those Stemhers of 
the Commission nhom he has been able to consult can at present 
judge of them. Sections A. and B. arc intended to cover the general 
pioblems •which •will arKo for consideration in determining the future 
direction of fiscal policy and in deciding whether India should adopt 
a policy of Imperial rrefcrence. The remaining Rcctions contain 
questions designed to elicit not only the opinions but the definite ex- 
perience of those engaged in the various branches of industry and 
commerce. In the case of answers to these questions the Commission 
■will naturally attach special importance to conclusioms resting on a 
solid foundation of facts and figures. 

2. It is not intended that those who arc engaged in industry and 
cominorcc should confine themselves to the special sections dealing 
with their particular business. On the contrary, there are many 
questions iu Sections A. and B. which require for their adequate 
consideration an intimate acquaintance with hu«ines.s conditions, and 
it is hoped that those who have such special knowledge will give the 
Commission the benefit of their general views on the important and 
difficuU problems that arise. 

3. As explained above, the questions nre designed to cover the 

wboh' field of the enquiry, so far ns it can l>c outlined at this stage. 
It is not tluTi'fore expected that each witness should attempt to 
answer all t\\e questions. If a witness wishes to give his view# on 
any points *be enquiry which have not l>een included in 

the questionnaire, it would W convenient that such points should 
dealt with in a pup)demeiitary statement. 
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4. The Commission is in-riting cither directly or through Local 
Governments various associations and individuals to forward in 
writing thf'ir replies to the (|uestiomiaire. The Commission will also 
be glad to receive replies from any associations or individuals not 
so invited who may wish to represent their views. Copies of ’the 
questionnaire can be obtained from the Secretary, Indian Fiscal 
Commission, Simla, on application. 

- 5. The Commission assembles in the first half of November and the 
early receipt of written replies to the questions would greatly facili- 
tate its work. After perusal of the replies the Commission will 
select certain witnesses for oral examination. To give adequate time 
for this, it is requested that replies may be despatched so as to arrive 
at least three weeks before the date on which the witness is likely 
to be examined. The provisional programme of the tour of the Com- 
mission indicating the approximate dates on which oral evidence will 
be taken at each centre is as follows : — 


Assemble hoinbiv Mtlr in Nwinbci 1021. No cridenct* trill be taken at 
Bomlnj at this time. 


Depart 

Bombay 

.. 24th November. 

Arrire ... . 

. Karachi 

... 26th NovemWr. 

Depart 

... 

... 2nd December. 

Anlfe ... 

.. Lahore 

... 3rd Deccml>er. 

Depart 

... 

.. Plh Decembci. 

Arrive ... 

... Delhi 

... Kth December "I Dellii evidence will be 
taken at this time 

Depart ... 



... J5th December J and not in jiarch. 

Arrive 

.. Cawnpore 

.» ICth Deceml>er, 

Depart ... 

... „ 

... 2l8l December. 

Reassemble 

... Chlcnlta 

... bth Jonnary !0i2. 

Depart ... 


... 20th January, 

Arrive ... 

... Rangoon 

... 23rd January. 

Depart 

... .> 

27th Januai}’. 

Arrive 

... Madras 

... 30th January. 

Depart ... 

... „ 

... ytb i’cbruaiy. 

Reassemble 

Bombay 

.. £0tb February. 

Depart ... 



... Clh Jfarch. 

Amre ... 

... Delhi 

... 8tb March. 
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QUESTIONS FOn 'WITNESSES. 


. A.—QniERAlj. 

The esisting Indian import tariff w based pnnmrily on rerenno 
considerations. But it has been taodificd with a view to admlUing 
free or at the faTOurahle rate of 21 per cent, articles the cheap 
import of which was considered desirable in the i«\torcst9 of the 
country. Thus certain raw materiaH manures, agricultural in^plc- 
ments, dairy appliances and cotton yarn are admitted free. 
Machinery, iron and atcel and railway plant and rolling stock pay 
only 2i per cent, ad valorem. The general rate, nndcr which coma 
the bulk of imports, is 11 per cent, ad valorem, while certain articles 
such as motor cars, jewellery and silk goods have been specially 
subjected from revenue cousideralions to a duty of 20 per cent. 
Sugar is charged at a special rate of 15 per cent, and high duties 
are imposed for revenue purposes on tobacco and liquors. An excise 
duty at the rate of OJ per cent, is levied on all woven cotton goods 
manufactvired in power mills in British Ijidia. 

Export duties imposed for revenue purposes are at present levied 
on raw and manufactured jute, rice and tea. In 1910 an export 
duty was alio imposed on raw hides and skins, with a rebate of f 
of the duty on hides and skins exported to any part of the Empire. 
The object of the duty was partly to foster the Indian tanning 
industiy and partly to maintain a key industry witliin the Empire. 


1. Do yon gonorally favour a policy of free trade or protection 1 

If the former, have yon any objection to 
AncT<iina'roiia. imposition of customs ihilica for the 

purpose i>t obtaining revenue f 

2. Do you consider that a tnrilt provides a more or a less suitable 
form of taxation for India than direct taxation t If fresh taxation 
were necessary would you prefer an increase in customs to an increase 
in direct taxation t 

3. If you accept the principle oC-hnposing a tariff for revenue 
}iurposo9 Mould you suggest any change in the list of articles taxed 
or iu the rate of taxation T 

4. Do sou consider that the hirifT shonld continue to l>c leased on 
existing principles 1 If so, plc.ase explain your views as to Iho 
advantages of thii policy. 
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' 5. What effect do you consider the existing tariff policy has had 
ou Indian industries in the past, and what effects on Indian industries 
would you anticipate from a coniinnance of this policy in the future T 

6. When a duty is imposed on an article imported from abroad 
do you approve in theory or in practice of imposing an excise duty 
on the same article manufactured in India ? 

7. If you fa^’ 0 ur the imposition of excise duties is it on the ground 
that no protection of any kind should be afforded to the home 
manufacturer as against the foreign manufacturer 7 

8. Can such duties be impose<l without raising the price to the 
consumer ? 

9. Do you consider that the tariff should he framed primarily with 

, the object of fostering Indian industries J 

A rotectiie a . please explain the advantages 

anticipated. 

10. Do you look fom-ard to India becoming in time independent 
of other countries in regard to all her requirements of manufactured 
goods, or do you consider that there arc certain manufactured goods 
for which she is always likely to be dependent on other countries t 
If you hold the latter view can you furnish a list of articles for which 
India trill have to depend on other countries 7 

11. Would you, for the purpose of developing Indian industries, 
favour the imposition of protective duties on all imported manu- 
factures or only ou some 7 

12. If you favour the protection of some industries only, which 
would you select for protection and on what principles 7 

13. Do you consider it desirable to establish new industries b}* 
protection 7 If so, on what principles would you select them 7 

14. Would you confine protection to industries wliich are likely 
after a period to be aide to face foreign competition without such 
assistance, or noiihl you contemplate the establishment of industries 
which would be likely to require continuous assistance 1 

15. Would you grant special protection against foreign goods 
favoured by such measures ns dumping, bounties, .subsidies or trans- 
port concessions T If so, what means would you suggest for ascertain- 
ing the exact fact.s and what meastirca would you advocate to afford 
the necessary protection I 
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16. Vfhat is your aUiluilc lovvntds hand mduslTJca and in particular 
towards the cotton bandloom industry 1 Uo you tvisli them to bo 
maintained or not t 

17. Is there any danger in India of protection leading to cooibina* 
tion among the protected mauufactutcrfl in order to maintain n quasi* 
monopoly priee 1 11 ao, vjbnt. aaleguarda vjould, you suggest to 
counteract the effect of such a combination 1 

18. Do you think that, if a protective policy is adopted, it is likely 
that British or foreign industrial firms will endeavour to cslahllsh 
themselves m India in order to get the benefit of the protective tariff ! 

If so, what would he your attitude towards such a movement t 

19. In countries under a piotcctivc system it sometimes happens 
that producers of raw material ask for protection, wUilo inanu* 
factnrers who use the raw material oppose them, wishing to gel their 
raw material as cheaply as possible. Jn the same way a demand o£ 
the spinning industry for protection is sometimes opposed by the 
;Ycaviug iudustiy whose interest lies iu cheap yarn. Do you think 
that conflicts of interest of this nature would be likely to arise in 
India and thatwif they did arise there would be any difSculty in 
adjusting them 1 

20. "When an import duty is imposed do you consider that ordinarily 
Eaeclot Protection ouptwea ^bc whole or any part of it is passed on to 

on tto cootniner. ttie consumer in a rise of price 1 

21. If a protective duty causes a rise in price, is that rise likely to 
be permanent or not 1 

22. 'Would yon he wUUng to accept an increaBC in price to the 
Indian consumer for the sake of developing Indian industries f 

23. In considering the above question would you have regard to 
the point whether the protected article was a necessary of life t If 
60 what articles would you class as nccoBBaries t 

24. If you hold that au increase in the tariff rates would tend to 
increase the cost of living in India do you think the increased cost 
would be covered wholly or in part by a rise in wages or salary; 
for 

(o) the industrial wage earner, 

(b) the agricultural wage earner, 

(c) the middle classes. 
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25. Wiat effect do you consider a policy of proteefioii would have 
Effect of Protection on foreign trade of India and on the 

Foreign Trade. general Commercial position and prospects of 
the country .f 


26. Do you consider that the existence of a tariff which could be 


TJso of Tariff for ba^ainmg. 


used as an instrument for bargaining with 


India f 


other countries would be advantageous to 


27. If so, would you recommend the adoption of general and special 
tariffs, the special being applied to cotintries from which India 
receives favourable treatment t 

28. If the tariff is to be used in this way, would it be ncccssaiy to 
make it more detailed than it is at present J 

29. If a policy of protection were adopted would you rccommcnc] 

(or inT..ii. Permanent organization loi 

gnting ti‘o claima of inJni- investigating the claims of vnrimis industries 
to pi-otecUoii from time to time and for the 
periodical readjustment of tariff rates f 

00. What is your view of the proper function of export duties 1 

Do you think that they should be imposed 
.xpe n ca. ])urpo 5 c of raising revenue or do 

jou think that they may be utilised for other purposes also ? 

01. AVhat do you consider generally is the effect of export duties on 
the export trade ? Can they in certain circumstances be imposed 
without injury to the trade I If so, in the caec of what ti-ndes in 
India could this he done, and to what extent T 

02. ^Vould you consider it advisable to impose an export duty on a 
raw material iu order to encourage its retention in India either for 
purposes of manufacture or for any other purpose I If so, please 
examine instances iu which you would recommend such action and 
consider whether it would have any effect on the producers of the 
raw material and the amount they would produce. 

33. Do you consider that it would ho of advantage to India i 
impose an export duty on foodstuffs with a view to controlling ■’ 
export and thereby lowering Indian prices and the cost of living 
What effect do you consider such action would be likely to have 
the agricultural interests and on the quantity of foodstuffs ; ■ 
jn In^ J 
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34. Would you consider it advisable to iuiposc an export duty on 
n raw material in retaliation for an import duty imposed by a foreign 
country on the manufactured article t If so, please examine cases 
in which you would recommend such action. 

B. — Imperial Pretebence. 

At present reduced duties are levied by Canada, Australia, South 
Africa and New Zealand on a number of articles imported from tho 
United Kingdom. In Canada, Australia and New Zealand the pre- 
ferential duties are usually about J of the full duty, though the fraction 
varies considerably both above and below this figure. The South 
African preference is a small one and as usually only a rebate of 
3 per cent, od vaforem. 

The United Kingdom has recently established preferential rates 
which are granted to the whole Empire on nearly all articles on which 
import duties are le^^ed in the United ICingdom. The preferential 
rate is as a rule citJier 5 or J of the full rate. 

A number of the smaller colonics grant preferential rates to tho 
United Kingdom, and there are also various agreements bctucca 
different parts of the Empire for mutual preference. 

The countries which at present levy a loner rate of duly on certain 
goods imported from India as compared with the general’ duty levied 
on imports from foreign countries arc the United Kingdom, Canada 
and New Zealand. 

'The articles of interest to India on which such lower duties aro 
levied in tho United Kingdom arc tea, coffee and tnbacco.. These arc 
all charged ^ of the full rate. In the case of Canada the only Indian 
imports of any account arc tea, jnto cloth and raw hides. There is 
no duty on raw hides or jute clot^ On Indian tea the rate h 7 cents 
per lb. as against the rate of 10 cents on tea imported from countries 
outside the Empire. New Zealand imports from India a Email 
quantity of tea which pays 3d. per Ib. as against the rate of 5d. 
charged on tea imported from outside the Empire, and a Ernat] 
qnonUty of candles which are charged Ifd, per lb. instead of 2 }d. 
Other imports from India into New Zealand are for the most part 
either free or rrccive no special trcatmcaL 


35. Arc yon on general grounds favonrablo to the idea of Imperisl 
Preference t If so, do you think Uial India would ^ jostlCed in 
risking any appreciable economic loss for the sake of Imperial 
Preference f 





at 

3G. "Would vou diiicrcntiatc between tbc policy to be adopted to- 
wards tbc United Kingdom and towards other parts of the Empire ? 

37. Do you anticipate any material loss or gain to India from a 
system of Imperial Preference t In particular, do you apprehend 
any likelihood of retaliation by foreign countries against India T 

3S. If you are in favour of preference, can you give a list of 
articles imported into India and exported from India to which the 
policy of preference might be applied 1 Wbat would you consider 
a reasonable average rate of preference « 

39. "What principles would yon apply in selecting articles to which 
preference might be given on import info India f Would you give 
preference in the case of goods which India hopes in time to raanii- 
faetnre mainly or entirely for herself, or only in the case of goods 
for which India is likely to have to depend on other countries f 

•iO. If preference were given by raising the import duties on goods 
coming from foreign countries, the existing rates being maintained 
for British goods, do you anticipate that this would raise the price 
to the consumer or not ! 

41. Do you tbii^k that a fvstem of Imperial Preference is likely 
to incrtaec or diminish the total volume of Indian imports or exports, 
or to alter appreciably the proportion between them and thus atleci 
the balance of trade * 

4:1. Do you consider that the partial or complete diversion of trade 
from foreign countries which might result from Imperial Preference 
would have any effect on India’s general trade position ? 

C. — ^iLiNrrACTUEEs. 

43. Arc you interested in any industry and if bo in what capacity f 

44. Do you consider that there arc natural advantages for the 
industry in India I If so, please enumerate them. 

43. Do you consider that the industry is essential to the national 
security or of substantial importance to the economic prosperity of 
India T 

46. Wliat is tbc .‘'tnte of organiration and equipment of the industry 
in India as compared with that in other countries f 

47. On what markets does tbc industry depend for the talc of its 
output t 

45. What foreign competition (including for this ])nrposo comi>e- 
tition from the United Kingdom or other parts of the Empire) does 



tbe industry htvre to meet— 

(a) in the Indian market 

(b) elfte'whcre t. 

Does this competition extend to all or only to particular classes 
of goods, and does it vary with different classes of goods ? 

49. Apart from questions of organization and equipment are there 
any special circumstances, natural or artificial, which give the com* 
peiing country an advantage t 

50. Do you tliink that the industry nectls protection f If so, what 
rate of duty do you consider it is necessary to impose t Please give 
in detail the facts and figures on which you base your conclusions. 

51. Do you think it likely that if protection is granted, the industry 
will eventually rencli a level of development uhich would enable it to 
face foreign competition without the aid of protection, or do you 
thiuk'tbc industry will always remain to a greater or less degree in 
need of protection t 

52. Does the industrj* ever .suffer from dumping 1 If eo, do yon 
wish to suggest any remedy t 

53 Is competition from other countries accentuated by depressed 
exchanges in those countries ? 

51. If so, is this phenomenon likely to be temporary t 
55. Do you comidcr that any remedy is required ? If so, svhat 
would you suggest t 

5G. Has the indvrslvy received pny benefit from the successive 
<uhanccmeut.s of the tavitT beginning in 1016 T Can you describe 
the effects, so far as yet apparent t 

137. Do you think the industry has suffered in any way from export 
duties 1 H so, please give in detail the facts and figures from wh'ch 
this conclusion is drawn. 

58. Is the finished product of the industp* used as the raw material 
for any other indnstrs- ! II so, to what extent 1 

50. Docs the indnstrj* use os its raw material the finished product 
of any other industry which is established or ‘is likely to ho 
estahlishcd in India f 

GO, \S’ould you prefer a syrtm under which nit industries would 
receive a more or le«s nnifonn pTotection, or one under which indus- 
tries receive varv’inc amounts of protection in accordance with th*Mr 
uectls t 
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D. — ^Expost Teadb. 

NJi . — These qnestions are mtended not only for actual eiportcra, bat 
also for those who produce for export 

61. What articles do you export and to what countries t 

62. Are you interested in any of the articles on which export duties 
are levied ? If so, what do you consider has been the effect of these 
duties ? 

G3. Do you recommend the increase, reduction or abolition of any 
of the existing export duties 1 « 

G4. Is the Indian export trade in any way hampered by high 
import duties imposed in certain countries 7 If so, do you consider 
any action feasible or desirable 7 

65. Do you think the export of an}' articles in which you deal 
would he stimulated by a preferential rate granted by the United 
Kingdom or any of the Dominions or Colonies 7 If so, what would 
you consider the minimum rate of preference for each article which 
would c.'ccrciso an appreciable effect 7 

66. Do you consider that the lower duties at present levied on 
certain imports from India into the United Kingdom or Canada or 
Now Zealand, as compared with the general duly levied on imports 
from countries outside the Empire, have had or are likely to have 
any beneficial effects on the Indian trade in those articles 7 

07. Do you think that any foreign country whose trade might suffer 
by a system of Imperial Preference would be able, without injury 
to itself, or would he likely even at the cost of injury to itself, to 
Iicnnlise the Indian cxpoi*t trade to that country 7 If so, wlmt arc 
the Indian exports that might suffer 7 

68. If owing to a system of Imperial Preference the imports from 
certain foreign countries diminished, do you consider that this would 
tend to have any effect on the volume of Indian exports to those 
countries 7 

69. If so, would there be an nllcmative outlet for these exports, 
withon* oeonomic disadvantage, within the British Empire or in other 
foreign countries T 

E. — IsiroRT Tbadc. 

70 What articles do you import and from what countries 7 

73, Have you ohsotaed any effects on your trade in particular 
articles from tlie year IDIG up to date, which can be ascribed in 
3 iart or in whole to tho changes in the rates of Import duty t 
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72. Do yon consider tlmt nn nppTocinWe increo'?© in the present 
tariff rates Trould seriously cVumnisli the volume ot importa 1 (/an 
you give instances *ot any important coimnodities in which such a 
result is likely to occur 1 

73. IVbat would you expect to he the effect on tho import tnulo 
of a preference given to British goods—' 

(a) if the preference were given by maintaining the existing rate 
for foreign goods and rtslncing it for BriUslr goods ; 

(i) if the preference were given hy maintaining tho existing 
rate for British poods .ind eidinncin" it for foreign goods ; 
and 

(c) if the preference were given by a combination of (a) anil 
(b), t.c., raising the rate for foreign goods and reducing 
it for British goods 1 

74. If Imperial Preference were introduced would you recommend 
that the same preference on the same goods should be granted to at! 
constituent parts of the Empire, or would you treat each part of the 
Empire separately, taking into account the question of what rccipro* 
cal benefits India would receive t 

75. Do you thiuic it likely that a system of Imperial Prcfcrcnco 
would diminish or increase the total import of any class of poods, 
or would it merely tend to alter the proportion in which that total 
is derived from foreign and British countries T 

76. 'Would any undesirable results follow from diverting tho 
source of Indian imports from foreign to British countries ! 

77. If you are favourable to Imperial Preference, to what articles 
would you be prepared to extend a pretcrenee if imported from the 
Empire or particular parts of the Empire, and what would you sng' 
gest as the amount of that preference f 

78. Do you approve of the syKtem of ad vaforrm customs duties, 
or would you prefer that the duty ahould be specific, t.e., a fixcil 
eharpe for a given weight or measure t If you prefer the latter 
system, what are your views on the necessity of readjusting the 
duties from time to time t 

F. — BrrAiu TitAtn:. 

7fi. ‘Wliat are the princip.st imported goods in which you deal t 
80. To whnl extent can changes in the retail prices of. importisl 

goods from 191C onwards be attnbuted to the increases in the import 



m 


APPENDIX A 


'duties during that period T Can you give details of any such 
changes in. retail prices ■with "whidi you are familiar t 

81. In the case of any important classes of imports can you give 
any figures sho-wing to -what extent demand diminishes as prices rise ? 

82. Have the increases in the tariff since 1916 affected your trade 
in any ■way t 

83. 'What would you expect to he the effect on your trade if imports 
from the United Kingdom or from the whole Empire were taxed 
at existing rates, while the duty on imports from foreign countries 
was raised 7 
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APPENDIX B. 

Value (in lalths of rupees) of Imports, Private Morchnn- 
diso, according to four main classes and sub* 
divisions thereof. 


— 

Lretago of 
fiTopro* 
war Team 
lW»-{0 to 
l9lMi. 

ATerage of 
five 

vat T«an 
1014.15 to 
1018-10. 

1019-20. 

mo-21. 

1921-32. 

I.— Toop, Dbjhx ahd 






„ TOBICCO. 






Sugar . 

ft.lB 

14.70 

22,0-^ 

19,50 

27.50 

Onln, pnlto aad ftour .. 

20 

53 

8.W 

5 

0,34 

?r0T)uoi)B »nd nlmaa's stores 

2.05 

2,U 

2,91 

3,61 

2,71 

liqQon „ 

l.Td 

2.01 

2,91 

4,21 

8,37 

OtViei food fctid drioV 

6t 

1.89 

2.32 

2.44 

1,70 

^plee* ... ... 

1 55 

1.97 

2,27 

1,01 

1.93 

Ttdivco ... 

21 

1.C2 

2,02 

2,0C 

1,05 

Frolta and regetatiU* 

109 

i.io 

1,90 

I.C8 

l.CS 

lea ... 

22 

47 

54 

40 

SO 

ruti (fxeda^g cuaed ftsb) ... 


20 

10 

21 

19 

Total CImb I 

21.85 

26.39 

41,13 

35,07 

50, C3 

IL—naTr MATZBiat-s and 






»OOVCS ASP A&ticles 









9,4( 



Oils 

3,95 

421 

<*.70 


Silk 

1. 17 

1,10 

1.77 

• 1,63 

1,33 

Seeds 

S 

5S 

1,20 

SS 

1? 

Vt’ cod and Umlicr 

71 

65 

1^5 

1,03 

80 

Quids, resins and lac 

26 


■9 

48 

41 

Cotton ... •• 

1.02 



1,69 

3.45 

Tallow, etoaritio, and wa* „ 

17 



49 

21 

Hides and sldns, raw — 

li 


SI 

10 

10 

Coal, eolie and ratest fuel 

81 


Si 

SO 

8.85 


4 



18 

» 



16 




^Vcol 




0 

Tntiis matertals, ©t^er tUaa 

« 

ir 

e 

13 

12 





i.es 

1.70 

Hiscellaneont 


IWUi 

ToUl Class II 

1 lOCQ 

SSI 

j IT.91 

IT.U 

0.0) 
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APPENDIX 


— 

ATcrogo of 
firo pre-war 
yeara 
1009-10 to 
1913-14 1 

Arerage of 
fire war 
years 
1914-15 to 
19t8-19 

1010-20. 

1920-31. 

19-21-22. 

Ill— AETICLIS WHQtl-T OE 
MATHT.T jrAKUrACTUBED. 

Ytirsa and textile fatirics— 






Cotton ... ... 

52,18 

53,43 

59,08 

1,02.12 

56.93 

Silk 

2,77 ■ 

2,82 

5.02 

5,50 

2,99 

yVooi 

3,08 

1.S2 

i.eo 

5,53 

1,23 

nabcTdaeherjr and nnllincrj 

1,37 

1,02 

97 

3.02 

63 

Others 

50 

65 

1,52 

•2,00 

*• 05 

.Metals— iron and stool, and 

lUG 

9.59 

16,29 

31,94 

Cl.fO 

mannfnctnrcfl thereof 

Machinery of all kin-U, molud* 

5.80 

5,77 

0,58 

21.09 

85,49 

in; beUisff (or mac}uncr7 
Cutlery, hiirdwnro, implomcnte 

5,0J 

4.87 

7,15 

16.16 

11,91 

(except maclune tools), and 
iBstnimeots 

Metals, other than iron and 

4,50 

2,78 j 

6.10 

9.35 

5,05 







railway plant and rolUns* 
etocln 

Carriages and carts, iaeloding 

C.ll 

l.»3 

4,59 

14.13 

16,91 


3.i8 

4.51 

14.03 

3,54 

cycles and motor cars, 



Chemicals, drugs and medicines 

2,13 

3,13 

3.74 

5,16 

8,75 

Dyes and colours 

2,07 

2,00 

0,23 

5.Ti 

i 4,49 

Paper, pasteboard and station*. 

1,85 

2.67 

3. IS 

0,12 

3,25 

Glosiwaie and earthenware .. 

2,IC 

1,76 

2.74 

4,28 

3,00 

Apparel 

2.03 

1,85 

1,07 

4.C2 

1,23 

Hides and skins, tanned or 

45 

36 

5( 

1,29 

06 








CO 

33 

46 

96 


mannfactnrcs of wood. 




61 



34 

33 

37 







13,2? 

2fiscclIancons 

C.3I 

8,87 

tt.51 

16,12 

Total CUss 111 

l,tI,E0 

1.0S.56 

1,15,35 

2.71.93 

1,80,17 

IV— Mlb(.CLLAh'EoUb A^D 

2,16 


4,12 

7.55 

4,02 

UhcLivnrieu. 






Graml Total | 

1,45,85 

1.I7,M 


3,35,60 

2.66.43 
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APPENDIX C. 

Value (in lakhs of rupees) of Exports, Private Merchan- 
dise, according to four main classes and sub- 
divisions thereof. 


— 

A.Tenge of 
ire pro-*nt 
year* 
IPOMOto 

iaia-14. 

Arenge of 
fire war 
yean 
19l4rlS to 
1918-19. 

J915K21. 

1920-21. 

1921-C2, 

t-FOOD, DatKK, AND 






Hnin, puhe and fioat 

4Sfii 

S7,43 

15,15 

25,65 

29,99 

Tea 

i3.0f; 

17.55 

20,56 

12.15 

18^2 

Spiecs . 

6C 

J.03 

1.57 

63 

f.OI 

ToWco 

3? 

5C 

n 

75 

71 

^r(^'l<JODS ksd oi\oian't tlurcs 

1€ 

GO 

02 

71 

71 

FrnllB and TejcUWcB 

47 

5? 

CJ 

00 

63 

Rngat .. 

)C 

sa 

51 

95 

2S 

F»b (excluding ca&nc<l fieli) - 

55 

45 

51 

56 

CO 

Li<inon ... ... 

1 


H. 

... 


Other food and driaV (coScc 
and oait) 

Total, CIa»b I 

l.» 

1.19 

1.73 

1,4.1 

1,59 

Ci.W 

59.67 

42,23 

«,G7 

53.51 

IL-IlAW JlATXtelAtS AMU 






rnowuc* Awn auticlzb 
XAINLT CIOlAtlurAC- 






Cotton 

vJ.L’S 

53,63 

58,C5 

41.C3 


Jute 

a>.vo 

12.90 

si.in 

16.34 

14.05 

Seeds .M ••• ** 

54,37 

15.17 

16.27 

16,83 

17.41 


JP.52 

9.83 

»3,4l 

5.S5 

5.94 


2.€9 

3,ro 


*.W 




1,87 

3.23 

».7« 

l.»“4 

Qntn*. retlne, aod lae ~. 

2.2!* 

S.M 

7.43 

7.t8 

7>1 





2.47 

1.70 

•tee\ tor Df-miuiufActaTe 






1,13 

1,83 

8<'> 

» 


43 

45 

1,«0 


« 

eoltou. Jute, wool, and tewp. 

l« 






O 



69 

Coal. roVe, and p.teut fuel ^ 

74 

43 

83 


l« 

Tallo«, ctaans*. »Bd -rax .. 

» 

8 

9 


0 

ViaeeUaaeoni .. _ 

S.SS 

a.?5 

501 

4U 

s,u 

T^'talClaall 


fl.W 

1,69,63 

1.(0, 43 

«,w.n 
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Arerage of 
fire pre»ffar 
rean 
19«M0 to 
2913-14. 


T&rni anti Icxtllo {abricB*— 


Jal« 

20,25 

Cotton 

U,41 

Wool 

26 

Silk 

7 

Others 

I 

lliilef nnd skins, tannetl or 
dre'sed. and leather. 

4S0 

ChetnlMls, dmgs and tnob* 
efnes. 

10,J3 

Djee and eolonn . 

1,18 

UctnW other than iron nn'l 
steel ami manufnetnroa 
thereof. 

3tcta1a, iron ami steel ami 
mmnfaetnrca thereof. 

Si 

Aj-rafel 

IS 

CiitlcJT, hardware, implenicnta 
(except maelilne tcKile) ami 
instmciciits. 

Paper, paatchoiixl, and itatloc 
cry. 

Femitare, cablnetware, and 
tnaonfactnrea of wood. 

Failaay plant and rDlling* 
sto^ 

Qlasttraro and earthenware ... 

6 

I 

1 

Machinery of all lands, inelnd* 
ing belting for machinetr. 
Camagea and carts. inelnJing 
cycles and motor cars. 
MiiecUaneous 

3.00 

Total Clara III 

51.S8 

IV.— lIt8CXLI.A?f*OC8 AKD 
CKCLassiTitn. 

2.12 

Total «. 

2,19.50 
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APPENDIX E. 

Table showing the effect of Tariff Valuations as com. 
pared with od valorem Duties if the valuation is 
taken as the average of the prices of -the three 
preceding years. 


Prices are eonsidcretl to vary during the tJirce years from Re. 1 to 
Bb. n and the duty is taken as iO pot cent for ease of calenlation. 


If tlie prices 
for tljo three 
ycRM nro 
rcrpcctiTcly 

Then 

the 

flTcrage 
Mill bo 

IP TUB rnisPHT 
i-Bice IS 1. 

Tp Tnp rnESEKT 

riiiCE IS 2. 

Ip toe present 
PRICE IS 3. 

Cost 
|‘fu* nd 
i nlt>rt>A 
duty. 

Co.it i-Ihs 
tariff 
raloation 
duty. 

Cost 

«.« 

tatKirni 

duty. 

Coat ]>/"/ 
tanff 
aalnation 
duty. 

Coat 

i>lu$ Alt 

valorrm 

dnty. 

Coat i.ftii 
tariff 
ral nation 
duty. 

1.1.1 

1 

12 1 

12 

2-J 

2J 

3C 

0-2 

1.1, 2 or 1,2. 

1 nr 2, 1, 1. 1 

1-33 

1-2 

1 Jf.fi 

2 % 

22(>(3 

33 

32C0 

1. 2, 2 or 2, 1. , 
2 or 2,3, 1 1 
nr 1,3, 1 or 
1.1,3 or 3, 
1,1. 


i-a 


2 1 

i 

1 

2331 

1 

3<1 

3-331 

1,2, 3 or 1, 3. 

2 or 2, 1. :i 
or 3, 3, 2 
or 2, 3, 1 or 
3. 2, 1 or 3, 
1, 2. 

" 

1 2 

11 

2 t 

2 1 

3C 

1 

3 1 

1 , 3, 3 or 2, 3, 
2 or 2, 2, 3 
or 3, 2, 2 or 
3, 3. 1 or 3, 
1,3. 

233 

i'» 

rffifi 

21 

2 let 

' 3C 

3 ICC 

3, 3. 2 or 3. 2, 

3 or 2. 3. 3 

2WC i 

1 

1*2 

rs3i 

U 

1 

2531 

3C 


0.3,3 

3 

12* 

It: 

24 

2-C 

3C 

SC 


■U'hcn the pre«'nt jiriec i« low, the conpumer pys a liigher dutv and 
the manufacturer get-s a greater protection, hen the pnvent price w 
high, the consumer |iavs a lower percentage duty and the manufaettwer 
pets a lo>Yer percentage protection . 
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INDEX. 


{The references are to paragraph numlere). 


ACKNOWLEDQMENTB, of ovid- 
rnce, 10; of aaaistance, 11; of 
Bcrvjccs of Secretary and Aasiitant 
Secretary, 12. 

valorem duties, definition of, 
2CQ ; not favoured in most 
advanced countries, 2GG ; dis- 
ndvantafics of, 2G7-8 ; advantaec- 
oua from point of view of aovern- 
lueut revenue, 270 ; Indian tarld 
linsod for most part on, 273. 

AcricuUure, evidence repreecntaUve 
of, 10 } Importance of, 20, 80 ; 
population employed 26, 47, 
Cl 5 production of Indian, 27*9 , 
excessive dependence on, 42 ; 
enpitfll employed ^, 44 j Indirect 
lienefits to, from indnstflal deve- 
lopment, 47-8 5 ImpTOvement of, 
is real remedy for famines, 48 ; 
Industrlai development not a 
dnneer to, 51 ; rrotcctlon of, 59, 
113 ! effect of industrial protec- 
tion on, 80 } effect on, of artificial 
depression of price of food eralne, 
201-2, 213. 

Ammonia, 107. 

Apprentices, tcclinlcal training of 
Indian, by industrial concerns 
in India, 123, 290-1 ; by foreign 
firms, 124 ; by companies envy- 
ing Government concessions, 292. 
Australia, tariff legislation In, 139, 
140; exports of tea to, 187} 
imports of wLcat from, 209; 
imperial preference in, 217, ■•I". 
222 ; preference on tea In, would 
be advnntageou*, 235 ; Tariff 
Hoard in, S07-9. 

of trade, see * Tofelgn 

trade.* 

llelgioni, trade witb, S'!, 216. 


IloKRtle*. to new Indnstrles, 102; 
to ladnslries ee«eBtUl for aatlonil 
defetiee or of tpeeial tallilary 


value, 107 ; to basic industries, 
108 ; for manufacture of moeliin- 
cry, 109 ; to partly manufactured 
goods, 116. 

Burma, rico trade, 1S8, 211, 


CANADA, anti dumping legislation 
III, 137-0 ; Imporinl proforoneo in, 
211, 210, 2615; proforoneo 

granted by, to Indian ton, 235 ; 
preference on motor ears would 
bo advontngeoiis to, 265, 


C.apita1, industrial development will 
attract foreign, 2, -IJ, 289, 293-4 i 
•HnictiUy of finding Indloii, 
deereasing, 84 ; rcsourees will bo 
Improved i>y industrial develop- 
ment, 43 4 ; indnstrlal develop- 
ment net likely to dtmlnlsli agri- 
cultural, 44 { shyness of, 71, 74 , 
91, 293} use of foreign, regarded 
with suspielen, 280, 290, 294 1 
. economic advantages of using 
foreign, 289, 293 4 ; rentrlelloni 
on foreign, 291-2 j rupee, 201 2, 
Cattle slaughter, 102. 


Cement, alleged dumping of, 137. 

Cesses, on imported sugar, 90 ; on 
exports of tea and lae, 1st ; on 
eiport of manures, 193. 

Ceylon, export duty on tea in, IS7 j 
rice eonsuisers in, 211 ; receives 
prefereaee on tea, 235. 

Cigarettes, prefereaee on, 253. 

Coal, {ndnstry, SO 1 ; retonrees, 32 ; 
protection of, not recommended, 
114 J import doty cn, 114. 

Coffee, prefereneo cn, 23l, 236. 

Oombicationv of ttanafaetarm, 63, 
€6. 596. 


Conferetee, Paris neaaenle, 123, 
tr', r'.S ; CclecUl. 1992, 215 ; 
ColcaiaJ. 1907, 217; Tsperlal 
War, 1917, £21. 
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Conflictt of interest, 99, lOS, 113, 
115. 

Conaumption taxes, 143-4. 

Copper, 207. 

Copra, import duty on, 113. 

Cotton, production and export of, 
27-29, 38 5 export duty on, 17, 
18C j exports to Japan of, 18C. 
Cotton duties, abolition of, 16, 
153-1C2 ; rcimpoaition of, 18, 
1C4-5. 

Cotton mill industry, 30, 116, 123, 
153-170, 311. 

Cotton pieccROods, import duly on, 
15-C, 18, 20 2, 153, 161-2, 164-6, 
167 ; excise duty on, 18, 20-2, 
25, 144, 146, 152, 165-171 ; imports 
of, 38, 246, 311 ; competition 
between Indian, Lancashire and 
Japanese, 240, 311. 

Cotton yarn, import duty on, 16-C, 
18, 22, 110, 171 5 excise duty on, 
18, 116, 104 5 ; imports from 
Japan of, 240. 

Customs duties, iii the Mo^hal 
Empire, 13 ; cniianeed after tho 
mutiny, IS j abolished In 1882, 
16, 163 ; rcimpO'jcd in 1894, 16, 
163 ; recent cnhanecmcDts in, 

20- 2 : character of present, 33 : 
as .a source of revenue, 2, 35, 
76 7, 94-5 ; differential, on goods 
imported in foreign ships, 14 ; 
preferential, on' British goods, 14, 
247-253 ; on goods belonging to 
Government, 285 8 ; on cotton 
piccegoods, 15 6, 28, 20-2, 163, 
161-2, 1C4-5, 107 ; on cotton ram, 
25-6, 18, 22, lie, 171; on’iron 
and steel, IS 20, 22, 238 ; on 
hcroscuc, 16, 22, 144 ; on liqnors, 
19 22 ; on luxuries, 16, 21-2, 120 ; 
on maehineTj, 18-22, 109-111, 288 ; 
on matches, 21 2 ; on motor c.'ire, 

21- 2 ; on rnilw.ay matcrinls, 18-20, 
22, 28S ; on sugar, 20 2 ; on 
tobacco, 10 21 ; see nlso * jtd 
ratorem duties,’ ‘ fipeclflc duties/ 
‘ Tariff valuations. ’ 

IBSOniMlNATION, protection to 
he nj'i.hcil oUli, 86, C9, 80, 82, 8l, 
87. fO, 297 ; tJic principle of, SS ; 
will restrict rise of prices, 89 ; 


will curtail period of burden, 90 ; 
will serve best interests of indus- 
tries, 91 ; will cause minimum 
disturbance to balance of trade, 
92. 

Division of labour, principle of 
internation.'il, 62, 66. 

Dumping, fear of, 133 ; definition 
of, 134 ; causes of, 135 ; effects 
of, 136 ; difficulty of proving 
existence of, 137 ; legislation 
against, in other countries, 137-9 ; 
suggested legislation against, in 
India, 1S9. 

Dyes, imports from Germany of, 
246, 248 9 ; prefereneo on, 248- 
250. 

EDUCATION, necessity for a moro 
industrial bias in pripiarj', 122. 

Electrical transmission gear, 112 

Engincoriug, mechanical, 30-1. 

Exchange, effect of protection on, 
92 ; imports from countries with 
depreciated, 140; effect of export 
duties on, 170. 

Excise duty()es), nature uf, 143 ; 
as means of raising revenue, 05, 
343, 145, 148-151 ; in Other 

countries, 143 ; incidence of, 144 ; 
economic justification «>f, 3 1 
hmltatioas of, 147-9 ; effect of, 
on homo industries, 150 J in vstlon 
piccegoods, IS, 20-2, 25, 144, 146, 
352, JC5-171 ; on cotton yarn. 
18, lie, 164 5 5 on kerosene, 22, 
143-4 ; on sugar in Eagianl, 60 ; 
on alcohol, opium and hemp drugs, 
1-13 • on motor apirir, 143 ; on 
salt, 143-4, 149 ; on cotton cloth 
in tho United Kingdom, 140 ; 
effect on handloora industry of 
abolition of tho cotton, 171. 

Export dnty(ies), nn Integral 
feature of early tariff policy, 17, 
172; reversion to, 21; InelUcnco 
of 173, 17.'* ; on monopolies, 
173 .I, 181-2, 197; jirohlbltlon of, 
in United Btntes, 173 ; effect of, 
on lialnnco of trade, 176 ; effect 
of on home produecr, 170; pro- 
leetlic, 24. 17MS2, I90, 104 ; 
ilnnger nf, 183 ; prefcTcntlal, 24, 
196, IPS : objections to differ- 
entbd, 190 ; for purposes of 



TctaViation, 196-7, 282 ; on tea, 

17, 21, 172, 187 ; on law bidca 
and skins, 17, 24, 172, 190-3, 198 } 
on rkc, 17, 24, 172, 188, 197 , 205 j 
on juto, 17, 24, 172, 174, 183, 397 ; 
on saltpetre, 17, 183 ; on lac, 174, 

181 : on cotton, 186 ; on oil- 
seeds, 174, 194 5 ; on myrabolams, 

174 ; on inanaics, 195 ; on ivbeat, 
189, 205 ; on food ^ains, 109-213. 
Exports, of principal crops, 27, 20, 

233 ; of manufactured goods, 38, 

CO, 91, 233, 281 ; protection will 
tend to reduce, '92; bounties on, ' 
141; effect of Impennl Preference 
on, 233 8. 

FAMINES, industrial devolopascnt 
cannot directly mitigate otTccts of, 

43 ; real remedy for, lies in 
iinptovcment of agriculture, 48. 
Fiscal autonomy, necessity of, urged, 

1, 3, 4 ; recommendation about, 
by Joint Select Committee on 
Government of India BUI, 3, 1C9, 
239 ; principle of, accepted l>y 
BrltlsK Ooveenment, 4, 239 ; in 
relation to Imperial Preference, 
258 9. 

Fiscal Commission, appointment of, 

C ; composition of, 0 ; terms of 
reference of, 6 ; qucstlonnairo of, 

8 ; tour of, 9. 

Food grains, prodnetioa of, 27, 29, 
199, 202-4; export of, 27, 29, 
38, 199 213 : import duty on, 113 ; 
price of, 200-2, 206-213 ; pro- 
hibition of export of, 2V0, 209 ; 
export duty on, 212. 

Foreign capital, tec ‘ Capital.’ 
Foreign trade, expansion of, 35 ; 
balance of, 36, 92, 176 ; nataro 
of, 37-8, 233, 216 ; distribution of, 
39 10, 232. 

France, trade nitli, 39; protection 
in, SS ; excise duties in, 143; 
state nionopolirs in, 143. 

Free Trade, bi lined rcspons.blc for 
Indi.a’s poirrly, 57-S ; r*,uditWiis 
in England uhich farpur, f>*i, CO ; 
the 1 rojHJsitlont of, CC 6 ; present 
Indian tariff not eonsiitent with. 
77 ; cotton duties hell to l>e 
InccniUtfE* stroBj 


feeling for. In Iho United 
Kingdom, 310. 

GERMANY, trado with, 39, 40, 246 ; 
protection in, 58, 77, 86 ; customs 
rceeipts in, 94 ; imports of dyes 
from, 246, 24S 9. 

Olyecrinc, refined, 107. 

Government concessions, stipulations 
to be made in case of, 292. 
Government stores, customs duties 
on, 285 8. 

UAKDLOOM, industry, 30-1 ; 
weavers' poierty, 48, 116; 

import duty on, 111 ; dnty on 
cotton yarn as affecting, industry, 
llh, 17J 5 competition of, with 
power looms, 116 ; effect on, 
industry of abolition of cottan 
excise duty, 171; mctliods of 
assisting, industry, I71. 

Bides and ekiss, raw, exports of, 
33; export dnty on. 21 172* 

190 3, 193 ' ’ 

Hydro eleetnc schemes, 32, 114. 
IMPERIAL riclcienee, esamluation 
of, in India, 5, 218, 823, 232, 231, 
211 2 ; by means of export duties, 
21, 19C, 198 ; resolution of 

Colonial Confereneo 1902 regard- 
ing, 215 : the pri&eiples of, 21C, 
253 : os a free gift, 216, 219, 254, 
261 ; by negotiation, 219, 2it4-5 ; 
no intrrfcrcnco with protection as 
result of, 219, 210, 244, 256 ; 
economic effect of, 224 231 ; 
benefit to country receiving, 225-7, 
245 ; effect on priecs in country 
granting, 225 S, 230, 235, 2115, 
257 ; analogy between nrgnments 
for protection and for, 227 8 ; 
ns nffeeting tho revenue, 229 ; 
Indian exports not likely to 
benefit appreciably from, 233 8 j 
general system of, wouM iniolvo 
serious loss to India, 239, 213 5, 
2*1, 257 ; rctalistion by foreign 
eoootries as result of, 2tt 2 ; 
advantage of, to the United 
Kingdom, 239, 213 233 ; re,;a'ilj 
of Itritish taanufaeturers for, 
217 253 ; causes vf Indian 
hostility to, 235 9; priaeipl-s 
which shoal t govern appl.eation 
of I'^diey ef, 236 7, 262; in 



development on, 49 ; high, tariff 
leads to protection, 77 } excise 
duties as n source of, 93, 143, 145, 
148-151 ; principles for levy of, 
duties, 119, 120 ; export duties as 
a source of, 182, 185-9, 193, £05 ; 
Imperial Preference as affecting, 
229 ; effect on, of ad valorcitt and 
specific duties, 270 j effect on, of 
taring railway materials, 2S8 ; 
claim of Indian States to receive 
share of enstoms, 296. 
liicc, export duty on, 17, 24, 172, 
188, 197, _ 205 ; production of, 

27-8 j exportable surplus of, 203, 
211 ; restrictions on export of, 
207, 211. 

Kubber, goods, 107 ; r.aw, 113. 
KAPEGUARDING of Iiidnslrifs 

Act, CO, 108, 138, 140, 302. 

Sail, 143-1, 149, 

Saltpetre, export duty on, 17, 183. 
Sandalnood oil, 299. 

Boa CiiMoms Act, 161, 207, 283-C. 
Boning ma»hioea, 111. 

Bhlppiiig, • compliinti regarding 

coast.l1, rates, 131 ; rebates, 132. 
Silk, 21, 113, £99. 

Specific duties, definition of, 266 ; 
favoured In most advanced coun- 
tries, 260 ; advantages of, 207-8 ; 
(li-iaili.iut iges of, 209 272 ; articles 
subject to, 273 ; sjstem of, to be 
csteuded cautiously, 276. 

Steel, see ‘ Iron and stccL’ 

prodiictiou of, 27-9 ; Java, 
2^, 90, 210 ; import of, 38 ; beet 
luiluitry in EngHnd, 00 ; Indus- 
try in Jti'Iia, 90 , excise duties on, 
I IJ ; .M.auritius, 205, 
r'ii,;ir l.'uiiintittcc, 28, 90. 
t'ulpimr, of iiiilit.iry value, 107 ; 

import duty on, 113, 

T \.S'N'INU industry, protection of, 
21, 191, 193 ; see nbo * Leather.* 
T.inIT, JiikIi revenue, lends to pro- 
t<«lion, 77 ; form of, which will 
be created by ndnptlon of protec- 
tion. 91 .T J de6nitions in the, not 
ti> i>tt b.vvc'l on iutended use, 112, 
279 ; necessity for cbvboration of. 


S72, 277-8 ; double, system, 280-1 ; 
public discussion of changes in, 
304 ; see also * Customs duties.’ 

Tariff Board, will minimise danger 
of poIiti?al corruption, 83, 85 ; to 
investigate combinations of manu- 
facturers, 83, 86 ; will mitigate 
risk of encouraging inefficient 
methods, 83, 87 ; an integr.al part 
of scheme of protection, 90, 293, 
302 ; will investigate claims to 
protection, 96, 303, 306, 309 ; 

points in regard to industries to 
bo considered by, 97-108 ; to 
enquire into necessity of protect- 
ing steel, 107 ; to investigate 
effect of duty on cotton y.arn. 
116 ; to leviow periodically pro 
tcction given to indnstric«, I17-S ; 
to be consulted regarding taxition 
of raw matqjials and partly nnnii- 
fnetnred goods, 119 ; railway ralc.s 
not a matter for, 128, 307 ; to 
enquire into existence of dumping. 
iSO, .306 5 to enquire about imports 
from countries vuth depreciated 
exchange, 140, 300 ; to examine 
the cbims of the cotton iidtl 
industry to protection, 170 j to 
enquire into possibility of roveuuo 
export duty on raw skins, 193; to 
enquire into commodities on which 
preference might bo given, 250, 
203, 265 ; to cxainiiio desirability 
of extended uso of tariff valu- 
ations, 274 ; to examino relation- 
ship of duties ou aiachincry, rail 
vray materials and iron and steel, 
288 5 to consider representations 
from Indian States, _ 298-300 ; 
representation of Indian Slates 
on, impracticable, 301 ; constitu- 
tion of, 301, 302, 303-9 ; functions 
of, 303, .303-6 ; publicity of 

enquiries and reports of, 303-1. 

T.iriff policy, revision of, demandol 
by public, 1, 2, 50 ; exclusion of, 
from terms of refereneo to Indus- 
tfi.il Commission, 1, 2, 71 ; 

uccrssity of cx-imining, 2, 3, 5 ; 
Itclicf that Indl-v’e, dictated la 
irttcresfs of trade of Great Bntain, 
2, 3, 57 ; in d-vys of Ibst Indi i 
Company, 14 ; nftcr tho mutiny, 
15 ; gcnetal character of, b-'foio 
tho war, 19 ; character of present, 
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